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Federal Ownership and State Finances with 


Particular Reference to Railways 
By GEORGE M. KEITH* 


HE growth of Federal ownership 
may mean further curtailment of 
the taxing power of the states. 

For half a century or more “due 
process” has been a potent shibboleth 
in the hands of the courts to strike 
down ambitious innovations in taxation 
by state legislatures. Marked changes 
in tax systems and the development of 
new forms of taxation have had to be 
undertaken while keeping a wary eye 
on the possibility of failure to take the 
constitutional hurdle of “due process.” 
The time may be approaching when 
state taxing authority finds “the power 
to tax is the power to destroy” fully 
as effective a curb on the garnering of 
state and local tax monies. 

In his first report as Federal Railroad 
Coordinator, Mr. Joseph B. Eastman 
sketched the complexity of the problem 
encountered in attempting to bring order 
out of the chaotic and in some respects 
decadent steam railway system of the 
United States. Mr. Eastman’s second 


*Supervisor of Pensions, State Pension Department 
of Wisconsin. 


report suggests three general possibili- 
ties: (1) the Government to help the 
carriers clean house; (2) the Govern- 
ment to compel the carriers to take 
action; and (3) the Government to take 
over the railroads and operate them as 
public utilities. The second is rejected 
as being neither feasible nor desirable. 
The first is recommended for the time 
being at least, not with the expecta- 
tion that it will be successful but to 
give private ownership of the railways 
one more chance to make good by ex- 
tending the period of probation. By 
process of elimination, the third alter- 
native is expected to become the ulti- 
mate choice. 

Commissioner Eastman has long been 
an advocate of Government ownership. 
His recent reports are not so outspoken 
in its favor, but he still indicates ad- 
herence to his belief in its desirability. 
He expects Government ownership to 
secure economical operation, eliminate 
wasteful competition, and facilitate or- 
derly development of national resources. 
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Public ownership is admitted to contain 
“the greatest potentialities of good and 
at the same time the greatest possibili- 
ties of harm.” 

The first report considered the possi- 
bility of operating the railway net of 
the country as a unit by incorporating 
the various existing systems into a single 
great corporate property with the Gov- 
ernment owning the controlling stock 
interest.!. The bill recently introduced 
by Senator Burton Wheeler of Montana 
proposes to incorporate this idea into 
law.?. Although still a remote proba- 
bility, Federal ownership of railways 
suggests many problems in state finance 
meriting some anticipatory study. 


Some Broad Implications 


Unification of the important railways 
of the country into one operating mecha- 
nism would likely mean the discontinu- 
ance of uneconomical and circuitous 
routes, abandonment of deficit-earning 
short-line appendages, and elimination 
of costly duplication of facilities. In a 
comparatively short time such changes 
would affect the finances of state and 
local governments. The tempo of eco- 
nomic life in some sections may expect 
a sudden impetus because of the re- 
moval of rate discriminations or as a 
result of the concentration of railway 
services and industries. The localities 
deprived of favorable rates, or railway 
service, or of terminal shops must suffer.® 
The slowing down of business means a 
loss of value of business and residential 
properties. The loss of jobs by railway 
workers means an acceleration in the 
decline in values, together with a shrink- 
age in governmental revenues. Tax re- 
ceipts will decline. Bond values will 
slump, but the need for money will be 


1 Report of Joseph B. Eastman, Federal Coordinator 
of Transportation, issued January 20, 1934, p. 30. 

2 Bill S. 2573, 74th Congress, 1st Session. 

3See Atterbury, W. W., “Railroad Consolidation,” 


greater, if anything. The workers and 
their families, suddenly deprived of their 
wonted livelihood, are likely to become 
applicants for relief. During the transi- 
tion period, while these people are mak- 
ing a vocational adjustment, public 
finances may be subjected to an in- 
creased strain. As the people move to 
other localities in order to secure em- 
ployment in the railway industry and 
as they find new methods of making a 
living, the strain may gradually ease. 
The status of these people would closely 
resemble that of the stranded popula- 
tion for whose rehabilitation various 
relief measures are now being carried on. 
In centuries past, other trade centers 
have declined in importance or disap- 
peared when transportation routes have 
moved away. Numerous small villages 
and hamlets have been feeling the same 
effect as the program of highway im- 
provement has diverted business to the 
larger trading centers. Fear of the con- 
sequences of disturbing established trade 
routes was evidenced in the Senate de- 
bates over the St. Lawrence Waterway 
Project as senators from New York and 
the lower Mississippi Valley sought to 
defeat the project and so protect es- 
tablished trade routes and centers. 


Tax Proposals of the Eastman Report 
and the Wheeler Bill 


The first report of the Coordinator 
did not pay particular attention to the 
matter of taxation under Federal owner- 
ship. A brief discussion of the question 
was premised on the assumption that 
the railways would be incorporated as 
the United States Railways. This cor- 
poration would pay taxes to the Federal 
Government as do roads operating under 


171 Annals of the American Academy of Political and So- 
cial Science 166, 170-1 (January, 1934); also Johnson, 
Emory R., “Problems of Government Ownership and 
Operation of Railroads,” Jdid., p. 180. 
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private ownership. States and munici- 
palities would also be allowed to levy 
taxes provided their governments could 
agree on a uniform taxing system accept- 
able to the Trustees who would be the 
managerial heads of the United States 
Railways.* The Wheeler Bill is more 
specific in this connection. It is pro- 
posed to exempt from all state and local 
taxation (except surtaxes, estate, inheri- 
tance, and gift taxes) all debentures and 
contingent securities issued by the 
United States Railways. Their proper- 
ties owned or used, including franchises, 
capital reserves, surplus, and income, 
are to be exempted from all state and 
local taxation except that real and per- 
sonal property may be subject to state 
or local taxation at the same rate ac- 
cording to value as other real and per- 
sonal property is taxed.° 


The Legal Precedent 


Ever since Chief Justice Marshall’s 
opinion in McCulloch v. Maryland® that 
“the power to tax is the power to de- 
stroy,” the states have been circum- 
scribed in their powers of taxing Fed- 
eral instrumentalities. The states have 
been unable to levy property taxes on 
Federal properties. In turn, the Fed- 
eral Government has been unable to tax 
state governments and their subdivi- 
sions. Recognition of the doctrine of 
states’ rights by the Federal Govern- 
ment and compliance with the Federal 
Constitutional requirements have re- 
sulted in inability to impose an income 
tax on recipients of state and municipal 
government salaries and of interest upon 
obligations issued by those governmental 
units. The states, in turn, have been 
stopped from imposing property taxes 
on holders of Federal securities and 


_‘ Report of Joseph B. Eastman, Appendix 2, Tenta- 
tive Plan for Public Ownership and Operation of Rail- 
road Systems of the United States, p. 3. 
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income taxes on recipients of salaries 
or interest from the Federal Govern- 
ment. The remarkable increase during 
the past two decades of evidences of 
governmental obligations has allowed 
an immense amount of wealth, or the 
income representative of such wealth, 
to escape either state or Federal taxa- 
tion or even both. With the outpouring 
of securities to finance the New Deal 
and with more in prospect, the problem 
of establishing an equitable system of 
taxing owners of government securities 
is of prime importance. It cannot be 
treated here although proposals such as 
are contained in the Wheeler Bill ally 
it with the topic under discussion. 


Analogy from Other Federal Projects 
RFC Holding of Bank Stocks. Up to 


the close of business on December 31, 
1934 the Reconstruction Finance Cor- 
poration, pursuant to the grant of pow- 


ers by the Emergency Banking Act, had 
made the following commitments:? 








Amounts 
Actually 
Purchased 


Amounts of 
Purchases 
Authorized 





$592,000, 545.90 
(3,207 banks) 
325,346, 800.00 
(2,490 banks) 


Preferred stock. .|$776, 469,240 
(3,913 banks) 

426,019, 800 
(2,781 banks) 


Notes and 
debentures... . 











The act establishing the RFC ex- 
empted any and all notes, debentures, 
bonds, or other such obligations issued 
by the Corporation both as to principal 
and interest from all Federal, state, or 
local taxation except surtaxes, estate, 
inheritance, or gift taxes—the same pro- 
vision which appears in the Wheeler 
Bill. The Corporation itself, including 
its franchises, capital, reserves, surplus, 


3 Section (5) (g) of the proposed Federal Railroad 
Acquisition Act of 1935. 

617 U.S. (4 Wheaton) 316 (1819). 

7 74th Congress, First Session, Vol. 79, pp. 1306-7. 
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and income, is exempted from all taxa- 
tion now or hereafter imposed by the 
United States or any state or local tax- 
ing authority except that real property 
may be taxed to the same extent ac- 
cording to its value as other real prop- 
erty is taxed.® 

Illinois is an example of a state at- 
tempting to tax banks by assessing their 
stock and imposing the same tax rate 
that other general property bears. The 
Continental Illinois National Bank and 
Trust Company sold $50,000,000 of 
preferred stock to the RFC. Even 
though assessed at only $18,500,000 
(or 37% of its face value), ownership 
of this amount of stock by an indi- 
vidual would require the payment of 
$400,000 to $500,000 property tax. 
Under the doctrine of McCulloch v. 
Maryland and in combination with the 
express exemption in the law, no per- 
sonal property tax can be imposed.® 
The only property tax is on realty.” 

Since 1927 Wisconsin has allowed lo- 
calities to tax real property of banks, 
while the state levied a corporation in- 
come tax on the net income of the banks. 
California and New York have also ex- 
ercised this same alternative permitted 
by Section 5219. Any state taxation of 
owners of bank stock by an income tax 
on dividends received therefrom, an 
alternative also granted by Section 5219, 
seems to be clearly prohibited by the 
Reconstruction Finance Corporation Act 
as well as by the National Banking Act 
of 1863. Whether Wisconsin, New York, 
and California are similarly limited to 
real property taxation is not so evident. 
The Federal Government has invested 


872nd Congress, Public No. 2, Section 10, entitled 
the Reconstruction Finance Corporation Act, approved 
January 22, 1932. 

9 See article “Banks’ Capital Cuts Will Slash Taxes 
Millions,” Chicago Tribune, March 29, 1934, p. 29. 

% The weight of court decisions is against the state’s 
power to tax RFC stock. Kentucky and Maine courts 


in banks hitherto privately owned. Since 
this capital has been allied with that 
of individuals, the RFC’s share of the 
bank income is in theory not segregated 
at the time the corporation income tax 
is determined and no discrimination can 
be alleged. As more and more Govern- 
ment money is poured into various in- 
dustries, the question of the limits of 
state taxing authority will acquire added 
significance. 

Federal Land and Credit Banks. A 
somewhat analogous situation has pre- 
vailed in the case of the Federal Land 
Banks, Federal Intermediate Credit 
Banks, and National Agricultural Credit 
Corporations. Exemption from all Fed- 
eral, state, municipal, and local taxa- 
tion except for taxes upon real estate 
was given to Federal Land Banks and 
national farm loan associations. The 
exemption included their capital, re- 
serve, surplus, and income derived there- 
from. First mortgages executed to and 
farm loan bonds issued by these insti- 
tutions were declared to be Federal 
instrumentalities so that the bank and 
the income received by it were exempted. 
Shares in a joint stock land bank were 
made taxable as personal property by 
the taxing authority of the state where 
the bank was located. The assessment 
of such taxes was required to be made 
in accordance with the provision of 
Section 5219.!° Later acts contained 
practically identical provisions exempt- 
ing security issues by declaring them to 
be Federal instrumentalities. Owners 
of shares were allowed to be taxed only 
the same as other competing monied 
capital." All these banking acts created 


have so held. A recent Maryland opinion held the 
opposite, but this decision has been appealed to the 
Supreme Court. 

10 64th Congress, Public No. 158, Section 26. 

11 67th Congress, Public No. 503, Federal Farm Loan 
Act, Title II, Section 210; Ibid., National Agricultural 
Credit Corporation, Section 211. 
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additional categories of tax-exempt se- 
curities and increased the limitations on 
state taxing powers. From the National 
Banking Act to the RFC the doctrine 
of McCulloch v. Maryland has shielded 
increasing amounts of capital from state 
taxing powers. 


Federal Ownership of Land. The most 
important landowner in the nation has 
always been the Federal Government. 
In spite of giving away an empire to 
settlers and railways as a developmental 
incentive, there still remains a vast area 
of mountain, forest, and mineral lands 
to which title has not been divested at 
any time. In times past the western 
states, in particular, have complained 
that these great areas within their 
borders were not required to contribute 
to the cost of maintaining state or local 
governments. During more recent times 
the Federal Government, with its policy 
of grants-in-aid, has spent more within 
boundaries of certain states than was 
derived from them directly in the form 
of taxes and excises. This has led the 
wealthier eastern states to apply to their 
less affluent sisters the term of “parasite 
states.” Where the Federal Government 
has continued uninterruptedly to hold 
properties since they were first acquired, 
it has never felt any obligation to allow 
the states to tax such properties or to 
grant aids to the states in lieu of taxes. 
A different problem has arisen in more 
recent years with the expansion of the 
conservation program which has in- 
cluded acquisition by the Federal Gov- 
ernment of large and fairly compact 
areas of cut-over and waste lands for 
reforestation purposes and the creation 
of national forests. This problem has 
not been confined to any one state but 
has been of greatest scope in the Pacific 


2 36 Stat. 961, March 1, 1911. 
13 Report of the Forester to Secretary of Agriculture, 
1934, p. 12 (U. S. Government Printing Office, 1934.) ° 
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and Rocky Mountain States and in the 
Great Lakes States of Michigan, Min- 
nesota, and Wisconsin. In the northern 
part of the last named state five Na- 
tional Forests have been established 
under the Weeks Law.” 








Total Acre- 
age Ap- 
proved for 
Purchase 
June 30, 
1931 


Acreage 
Approved 
but not 
Acquired 


Acreage 
Acquired 
as of 
June 30, 

1933* 





Wisconsin Total... .| 222, 486 107,487 
67,166 


28, 566 
11,755 


114,999 


36,927 
38,047 
40,025 


Flambeau 104,093 


66,613 


Oneida 51,780 














*By June 30, 1934 two new national forests, the Chequame- 
gon (362,660 acres) and the Nicolet (375,250 acres), were added. 


As of June 30, 1933 forest lands owned 
by the Federal Government in national 
forests amounted to 162,591,124 acres." 
Of all money received from each forest 
reserve during a fiscal year, 25% is to 
be paid at the end thereof to the state 
or territory where the reserve is located 
and the monies so paid are to be ex- 
pended as the legislature may direct for 
the benefit of public roads and schools of 
the counties where such reserves are 
located.“ A later statute appropriated 
an additional 10% of all money received 
from the national forests to be expended 
by the Secretary of Agriculture for the 
construction and location of roads and 
trails within the national forests in the 
states from which the proceeds come.” 

For the fiscal year ending June 3o, 
1934 the gross receipts from the national 
forests were as follows: 


From the use of timber 
From the use of forage 
From special land uses, water 

power, and miscellaneous... 


$1, 522,356.19 
I ,358 ,688 .o1 


433 1647 .14 





$3 314 ,691 .34 


4 35 Stat. 260, Sec. 500, Title 16 U. S. C., May 23, 
1908. 

5 37 Stat. 843, Sec. 501, Title 16 U. S. C., March 4, 
1913. 
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During 1934 the states in which na- 
tional forests are located were paid 
$846,104.78 under provisions of the Act 
of May 23, 1908. Included in this 
amount were payments of $23,242.59 to 
Arizona and New Mexico on account of 
school lands administered by the Forest 
Service." During the fiscal year 1935 
the sum of $329,144.87 was allotted to 
the various states as 10% of the revenues 
from the forests to be devoted to build- 
ing roads and trails.’ While not an 
appreciable portion of Federal expendi- 
tures, these sums indicate a trend. If 
Federal forests are greatly expanded 
and more prosperous times come again, 
the amounts turned over should be con- 
siderably greater. 

In discussing the relationship of Fed- 
eral forests to finances of the state and 
local governments where such forests 
are located there has been no intention 
of drawing too close a parallel with the 
problems that may arise with Federal 
ownership of vast power projects and 
more especially of the railways. The 
policy as regards the forests is not one 
of permitting state taxation. Rather 
it is something akin both to grants-in- 
aid and to partnership profits. The 
Federal Government creates national 
forests and carries on a comprehensive 
policy of reforestation, fire protection, 
road building, game and fish propaga- 
tion, pasturage, and cutting of mature 
timber. From such a system the state 
and local governments are expected to 
profit indirectly through the provision 
of work for citizens and the creation of 
new industries associated with forests, 
such as woodworking, recreation, and 
stock raising, rather than directly 
through the levying of property taxes or 
the taxing of revenues under sales or 
income taxes as would be done with a 


% Report of the Forester, 1934, op. cit., p. 50. 
"1 [bid., p. 35. 
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privately owned industry carrying on a 
like development. Such a policy can 
at least be defended, if not fully justified, 
because it does — when successful — 
widen the tax-base and thus mitigate 
the burden imposed on everyone in that 
governmental area from the initial with- 
drawal of property from the tax-base. The 
same general policy seems to prevail in 
the initiation and carrying on of the vast 
power projects either under way or un- 
der consideration at the present time. 

Federal Power Projects: Tennessee 
Valley. Oldest in point of initiation are 
the Muscle Shoals and Norris Dam proj- 
ects in Alabama and Tennessee. Orig- 
inally the Muscle Shoals plant was in- 
tended to be a producer of nitrates 
for munition manufacturing purposes, 
but the World War ended too soon and 
technological discoveries in the field of 
nitrate production shortly thereafter 
made the project obsolete in that field. 
After being used as a political football 
for nearly a decade, it received the 
Presidential benediction under the New 
Deal and is once more going forward, 
this time as a conservation and power 
production project. 

As might be expected, Tennessee and 
Alabama may hope to profit principally 
by the attraction of new industries and 
the creation of new wealth which can 
serve as a tax-base if need be. In addi- 
tion, the two States are expected to 
receive revenues more directly. The 
body responsible for the success of this 
project is the Tennessee Valley Author- 
ity. The State of Alabama is to receive 
5% of the gross proceeds received by the 
Authority from the sale of power gener- 
ated at Wheeler Dam or from any 
other hydro-power plant constructed in 
that State in the future. Tennessee re- 
ceives a like percentage of the gross pro- 
ceeds from the sale of power generated 
at Norris Dam and any other hydro- 
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electric dams located within her borders. 
The Authority also has power to erect 
dams on the Tennessee River and its 
tributaries for flood control. In cases 
where this is the main purpose and elec- 
trical power is incidental thereto, the 
two States are each to receive 214% of 
the gross proceeds derived from the sale 
of such incidental power. The proceeds 
to which these percentages are to apply 
are not to include what is realized from 
the sale or delivery of power to the 
Federal Government or to any depart- 
ment or agency of the Federal Govern- 
ment, or for operation of locks on the 
Tennessee River, or for experimentation, 
or for other governmental purpose. 
Whether these last phrases will exempt 
proceeds from sale of power to the model 
cities and villages and farms sponsored 
by the Authority does not appear. Nor 
is it clear whether ‘“‘any other govern- 
mental purpose” includes sale of power 
to municipally owned power plants. If 
that were true, the States would stand 
to realize a percentage on a compara- 
tively small part of the total proceeds. 
The TVA is given authority to change 
the percentages of gross proceeds to be 
paid to Alabama and Tennessee. When 
approved by the President, such changed 
percentages are in effect until the Board 
revises them, although such changes can 
be made no more frequently than once in 
five years and then only when the two 
States are given a chance to be heard.!8 
The foregoing provisions are closely 
akin to the gross receipts tax imposed on 
railroads or public utilities in many 
states. Its merits will be considered 
later in connection with the question of 
state taxation of Federally owned rail- 
roads. As will soon appear, this is the 
18 Public No. 17, 73rd Congress H. R. 5081, creating 
Tennessee Valley Authority, Section 13. 
19 State 0. U. S. Express Company, 114 Minn. 346 


(1911). 
© David E. Lilienthal, Director and General Counsel 
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closest that the Federal Government has 
come or proposed to come to allowing 
states to tax the income or property of 
Federally owned projects. In fact, the 
gross receipts tax has upon occasion been 
held to be a property tax.!® Although 
repeatedly so held by the Minnesota 
courts, the same view has not found 
widespread acceptance. 

The view as to the proper policy to be 
adopted with respect to taxes on pub- 
licly owned enterprises has been stated 
by one of the Directors of the T. V. A:”° 


“The principle, as I see it, can be worded 
in this way: A public power system should 
bear the burden of taxes which it would pay 
if it were privately owned. A public power 
system should contribute its share of taxes 
to the general fund.” 


The Public Service Commission of 
Wisconsin has followed this policy for a 
number of years. Most municipally 
owned utilities have accepted the prin- 
ciple and practice it. 

The Valley Authority’s projected pol- 
icy in this connection had already been 
published in a statement pointing out 
that the only taxes it has to pay are to 
Alabama and Tennessee to the extent 
of 5% of annual operating revenues: 

“But to make fair comparison in our com- 
putations we have set up as expense an addi- 
tional percentage of gross revenues which 
with the 5 per cent actually payable, will 
equal the national average per cent of gross 
revenues which private utilities pay in taxes, 
local, state and Federal.’ 


The Tennessee Valley Authority seems 
to be the only one of the four large 
power projects, either in progress or 
being contemplated, which has to make 
to the states or local governments any- 
thing in the way of annual payments 
properly classifiable as taxes. Even so, 


of Tennessee Valley Authority, Address before Rotary 
Club of Memphis, October 17, 1933, P. 5. 

21 Tennessee Valley Authority, News Release for 
Papers, September 15, 1933. 
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greater financial benefits to the states 
are expected to come from the creation 
of additional taxable wealth within their 
borders. That theory is even more 
marked in the case of the Boulder Dam, 
St. Lawrence Waterway, and Columbia 
River developments. 

Colorado River. Arizona and Nevada 
are virtually established as partners 
with the Federal Government in the 
profits derived from the project. This 
is in addition to the water allotted to 
those two States and to California for 
irrigation purposes.” In Section 2b of 
the Act, $165,000,000 is appropriated 
for the Boulder Canyon Project of 
which $25,000,000 is for flood control, 
to be repaid out of the share of the 
Federal Government in what might be 
called the “profits” from the project. 
Out of revenues derived from the sale of 
water power or electrical energy at the 
dam, operating expenses, interest at 4% 
per annum upon amounts advanced and 
remaining unpaid, and the annual amor- 
tization charges to repay all amounts 
advanced from the Boulder Canyon 
Project fund within 50 years must first 
be met. If there is any surplus during 
any year of the amortization period, 
624% of such surplus is to be used to 
repay the $25,000,000 expended for flood 
and water control purposes, and the re- 
maining 37 14% is to be divided between 
Arizona and Nevada in equal shares of 
1834%.% This is what was meant by 
the previous statement that the two 
States share in the “profits.” 

Columbia River. A very similar pro- 
cedure is a feature of the proposed 


2 Public No. 642, 7oth Congress, H. R. 5773, Sec. 4. 

28 Section 4b of the Act. 

* Introduced March 9, 1933 in the Senate, 73rd 
Congress, 1st Session, as Senate Bill 249 by Senators 
McNary and Steiwer and by Mr. Martin of Oregon on 
the same date as Bill 52 in the House of Representatives. 

% Section 5b of the proposed Act. 

% Senator Vandenberg of Michigan in debate in 
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Columbia River Development Act. 
The bill proposes to appropriate $319,- 
000,000 for this project, of which all 
but $16,000,000, which is to be allo- 
cated for improvement of navigation, 
is to be amortized in 50 years under the 
same system as is employed in the 
Boulder Canyon Project. Out of any 
surplus in any year, over the costs of 
operation, interest, and annual amortiza- 
tion charge for that year, Oregon and 
Washington are each to be paid 1834%.™ 

St. Lawrence Waterway. The Senate 
last year rejected the proposed treaty 
with Canada covering the projected 
St. Lawrence Waterway development. 
Friends of the Waterway estimate its 
total cost to the United States at $272,- 
453,000 and to Canada at $270,976,- 
000.6 Opponents, such as the late Senator 
Long of Louisiana, use estimates varying 
upward from $600,000,0007’ to “‘closer to 
$1,000,000,000 than to $600,000,000.””8 
Senator Copeland of New York still 
later raised the estimate to $1,350,000,- 
o0o.? Of the share to be borne by the 
United States, New York will be ex- 
pected to assume $89,726,000 to $90,- 
000,000.°° 

Senator Pitman of Nevada, speaking 
in behalf of the treaty, summarized and 
compared the Federal policy of com- 
pensation to the states where vast 
properties are developed under Federal 
rather than private auspices, as follows: 


“The policy established by the Congress 
in several acts has been that the States 
which are deprived of natural resources, 
whether they be sovereign waters, or whether 
they be timber or whether they be oil, are 
entitled to compensation for the withdrawal 
of these potential resources and taxable 


Senate. 77 Cong. Rec. 73rd Congress, 1st Session, Pt. 
5, P- 4482. 

27 [bhid., p. 1812. 

28 Thid., p. 2073. 

29 Tbid., p. 5072. 

80Senator LaFollette of Wisconsin, Idid., p. 4498 
and Senator Copeland, Jdid., p. 2067. 
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property by the Federal Government for 
its own use. That is the policy of the whole 
United States.” 

The Senator from Nevada pointed out 
that, if private individuals were to con- 
struct the dams, the State of New York 
and the Province of Ontario would be 
able to levy taxes on the owners. In 
both the Boulder Dam and the St. 
Lawrence Waterway projects the pro- 
posed legislation allowed for compensat- 
ing the states for the loss of these po- 
tential sources of tax revenues. 

Port of New York Authority. In the 
conduct of joint ventures the states 
appear to grant tax exemption to the 
joint property. Among the large tax- 
exempt owners of real property in New 
York the State Tax Commission lists 
the Port of New York Authority with 
property valued at $6,551,300 in 1933.3! 

Size of Railway Properties 

Even when grouped, these projects 
are likely to involve nowhere nearly as 
much money as is represented by in- 
vestments in railroads. The total esti- 
mated investment in the Tennessee 
Valley, Boulder Dam, Columbia River, 
and St. Lawrence Waterway Projects, 
together with the RFC holding of bank 
stocks, might approximate $2,000,000,- 
000. The value of railroad operating 
properties is nearly 10 times that 
amount. Applying June 1, 1933 unit 
values to properties existing December 
31, 1932, the Bureau of Valuation esti- 
mated the cost of reproduction new less 
depreciation of railroad carrier prop- 
erty other than land, plus land values as 
of June 1, 1933, at $20,971,000,000.* 
While less than the aggregate of out- 
standing securities, this amount ex- 
ceeded net capitalization with intercor- 
porate holdings eliminated. The value 
of non-carrier properties was also ex- 


2 Annual Report of the State Tax Commission, 1933, 
p- 203 (Albany: J. B. Lyon Company, 1934). 
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cluded. Nor was anything allowed for 
so-called intangible elements of value.* 

In the first Eastman report the view 
was expressed that as a whole the rail- 
roads of the country were not over- 
capitalized. The amount of capital pro- 
vided by investors exceeds the par value 
of securities outstanding. The Bureau 
of Valuation of the Interstate Commerce 
Commission estimated the original cost 
of railroad carrier property other than 
land as it existed December 31, 1932 
plus land values as of June 1, 1933 plus 
allowance for working capital at $26,- 
232,000,000. Since land values were 
probably higher than the original in- 
vestment in them, the original cost of 
railroad properties when corrected for 
this factor was believed likely to amount 
to at least $24,000,000,000. The stocks 
and bonds issued by the railroads 
amounted to $23,573,556,588, of which 
only $19,489,062,256 were in the hands 
of the public, the remainder being held 
in intercorporate ownership.“ 

Thus Commissioner Eastman esti- 
mates the original cost of railroad prop- 
erty at not less than $24,000,000,000 
and the cost of reproduction as of June 
I, 1933 at $20,971,000,000. If the rail- 
roads were all financially sound, the. 
latter figure should be the minimum 
value which could be placed upon them. 
Obviously, excess capacity, obsolescence, 
and financial instability of some prop- 
erties might considerably reduce that 
amount. For purposes of illustration let 
us take $20,000,000,000 as a probable 
maximum and $15,000,000,000 as a 
probable minimum of value which might 
be removed from local taxing jurisdic- 
tion by Federal ownership: With states 
deriving something like $250,000,000 of 
tax revenue from the railroads, the 


32 Report of Joseph B. Eastman, op. cit., p. 6. 
33 Tbid., p. 6. 
4 Tbid., p. 5. 
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average state tax rate imposed on them 
amounts to from 1.25 to 1.67 cents on 
the dollar. Government ownership 
might mean the exemption from state 
taxation of railroad property equal in 
value to the general property in three or 
four states such as Wisconsin. The 
amount of yearly taxes is equivalent to 
the total tax levies by Kentucky, 
Tennessee, Alabama, and Mississippi 
combined. 

It has already been stated that the 
effect on state financial programs is not 
the same when new plants are created 
by the expenditure of Federal funds 
where none existed before, as when 
properties already in existence pass 
from private to public ownership with 
an attending change in tax liability. 
Since the big power projects create and 
attract new tax-paying ability, the 
states concerned are benefited even 
though the Federally financed proper- 
ties be not subjected to state and local 
taxation. Steam railways, having been 
long in existence, have come to occupy 
an important role as contributors to 
state and local taxes. Even in 1929, 
that peak year of prosperity, when funds 
were more easily obtained from other 
sources, the state and local govern- 
ments raised 4.77% of their taxes from 
Class I railroads. At one extreme was 
Nevada collecting 26.49% of its taxes 
from the railroads. At the other were 
Delaware and the District of Columbia 
with only 0.91% and 0.44% respectively 
of their taxes paid by Class I roads. 


Wisconsin as an Example 
Since the writer is mainly interested 
in the financial problems of the State 
of Wisconsin, more detailed attention 
will be given to the place of railroad 
taxes in that State’s financial system. 
% Only the following states and territory derived a 


lesser percentage: District of Columbia, 0.44; Dela- 
ware, 0.91; Massachusetts, 1.43; Rhode Island, 1.73; 
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In 1929 Class I railways paid 3.99% of 
all taxes imposed by Wisconsin state 
and local governments.® While 34 states 
placed relatively greater reliance on 
railway taxes than did Wisconsin, 13 
states and the District of Columbia 
placed relatively less. Such a measure 
does not purport to determine the 
reasonableness of the burdens placed 
on the railways by different states. 
Whether the burden being imposed may 
be considered reasonable is generally a 
subject about which railroad repre- 
sentatives and taxing authorities dis- 
agree. If the Federal Government is to 
own the railways and to attempt to set 
up a standard tax policy in line with 
Commissioner Eastman’s suggestion, the 
matter of deciding upon an equitable 
basis of taxation may also involve dis- 
agreement. Any analysis of this ques- 
tion must necessarily take cognizance of 
the need of state and local governments 
for revenue to carry on their activities. 
Probably in the past, tax levies on the 
roads have been determined by the 
usual logrolling process by which the 
roads received and gave support for 
various measures. It is equally likely 
that many states have gathered all 
possible feathers regardless of squawk- 
ing. The amounts gathered must neces- 
sarily be determined in part by the 
standard of living of government in the 
various states. With these limitations 
in mind we may pass on to an examina- 
tion of the place of railroad taxes in the 
Wisconsin tax system (Table I). 
Apparently the tax-paying abilities 
(or at least the tax-paying liabilities) of 
the railroads in Wisconsin have not kept 
pace with the expanding requirements of 
the State and its subdivisions for tax 


Maine, 1.97; Connecticut, 2.00; Vermont, 2.29; New 
York, 2.51; Maryland, 2.70; Missouri, 2.88; Pennsyl- 
vania, 2.95; Michigan, 2.98; California, 3.18; Texas, 
3.65. 
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monies. Prior to the World War rail- 
roads paid 8 to 10% of the total taxes 
levied in Wisconsin. Beginning with the 
imposition of bonus surtaxes about 1920 
and continuing to date, the relative im- 
portance of railway taxes has steadily 
declined until in more recent years they 
have accounted for less than 4% of all 
taxes in Wisconsin. Of course, the total 
taxes paid by the railroads have de- 
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creased since 1925. The total of all 
taxes increased up to 1930. Since then 
there has been a decrease but not to 
1925 levels unless the fiscal year 1934-35 
shows a decline to that extent. 

Another way of indicating the de- 
cline in importance of railway taxes is 
to show their relation to total taxes col- 
lected by the state government alone. 
In Wisconsin railways have regularly 


TaBLeE I. SHARE oF Taxes oF WIscoNnsIN AND Its Po.iTicAL SuBDIVISIONS PaID BY 
THE STEAM Raitways AND Amounts oF StaTE-AID DisTRIBUTED AND NoRMAL 
Income Taxes COLLECTED, 1901-1934. 








Taxes of State and All Political 


Fiscal Year of 
Subdivisions 


Collection 


Taxes of State Government Alone 


Total 
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Income 


State 
Aids 
Distrib- 
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Paid by 
Steam 
Railways 


Steam 
Railway 
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Tax 
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Railways 
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Taxes 
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23,335 1,795 
23,424 1,913 
24,317 1,956 
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27,453 
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35733 
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6,793 
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7,272 
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154,97! 
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184,121 
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173,700 
157,250 
150,918 
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5,156 
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$ 3,432 | $ 


47,248 


1,600 

858 
1,795 
1,913 
1,956 


3,623 
4,649 
3,555 
3,785 


3,411 
2,674 
3, 266 
3,119 
3,163 


55325 
4,409 
6,934 
71235 
7,892 


3,263 
3,594 
3,733 
4,291 
4,749 


8,747 
9,194 
8, 587 
13,947 
12,378 


4,684 
4,840 
5,145 
5,246 
5,804 


6,714 
6,930 
6,949 
7,032 
7,030 


6,533 
6,177 
6, 387 
6,640 
6,824 


6,746 
5,982 
5,380 
4,867 


11,434 
12,495 
14, 305 
15,497 
35,085 


22,859 
25,432 
23,874 
27,701 
28, 409 


31,299 
35,129 
33,700 
41,964 
47,399 


48,145 
49,408 
47,564 
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paid most of their taxes directly into the 
treasury of the State. Until the World 
War the railroads paid from % to % 
of all taxes received directly by the 
State. The trend since that time has 
been downward until now railroad taxes 
are little over 1/10 of total state taxes. 
Again, this decline in relative impor- 
tance is not attributable principally to 
an absolute decline in taxes paid by 
railroads, although part of the relative 
decrease can be thus explained. New 
sources of revenue account for the greater 
share of increased taxes collected. One 
specific instance is the normal income 
tax which was not in effect until 1913. 
At first it provided only half as much as 
railway taxes. During recent years the 
normal income tax, together with sur- 
taxes, has amounted to several times the 
railway taxes. Incidentally, railways 
are favored in Wisconsin to the extent 
that they do not pay income taxes. 
Other taxes paid directly to the State 
are the gasoline, license, malt beverage, 
liquor, and inheritance taxes and taxes 
paid by interdistrict light, power, and 
street railway companies. 

The State seems always to have been 
to a considerable extent the collecting 
agent for the localities if monies turned 
back can be considered indicative. In 
the early part of the century when rail- 
way taxes were a large part of the total 
collected by the State, the aids to 
localities for schools and other purposes 
approximated the amount of taxes paid 
by the railways. As other sources of 
revenue were tapped by the State, the 
proceeds were in part or in full returned 
to the localities as aids. This policy of 
state aids to localities is followed in 
many states and may be suggestive of a 


% For an authoritative and detailed analysis in this 
connection, see Commerce Clearing House, Inc., 
Federal and State Tax Systems, 4th ed., January 1, 


1933, Pp. 167-9. 


THE JOURNAL OF LAND & PUBLIC UTILITY ECONOMICS 


means of avoiding disruption of state 
and local finances if the railroads are 
owned by the Federal Government. 

Railroads in Wisconsin are taxed on 
an ad valorem basis, the assessment 
being made by the Tax Commission and 
the rate being the average state rate, 
which is arrived at by dividing the total 
amount of general property taxes levied 
in the local assessment districts by the 
full value of the taxable general property 
in all districts. Michigan has practically 
the same system. Many other states 
use the ad valorem basis although the 
procedure varies from state to state.* 

Among the outstanding examples of 
states taxing railways principally or 
wholly on the basis of a percentage of 
gross receipts are California, Connecti- 
cut, Maine, Maryland, and Minnesota. 
California applies a rate of 7%, while 
Minnesota uses 5%. Since Minnesota 
and Wisconsin are adjoining states, it 
may be of interest to note the relative 
importance of railway taxes in Minne- 
sota’s tax system. 

Table II shows that Minnesota de- 
rives a greater percentage of total taxes 
from railways in good than in bad years, 
the percentage showing a decrease for 
every year since 1924 with a very 
abrupt and drastic decline for the years 
1931, 1932, and 1933. For the last 
decade almost 414% of Minnesota’s tax 
revenues has come from the railroads, 
although the percentage derived in the 
last three years was but slightly over 
half as much as for the first three years. 
As shown in Table I, Wisconsin suffered 
a similar but not quite as drastic a drop 
from 5.6 to 3.63% during the same 
period. The relative declines are at- 
tributable to very dissimilar causes. 
This is evidenced by the fact that the 
total taxes levied in Minnesota in 1933 
were less than in 1924, whereas the total 
levy in Wisconsin was over $25,000,000 





FEDERAL OWNERSHIP AND STATE FINANCES 


Taste II. Revation or Taxes Pain By RAILways 
1n MinneEsoTA TO Tota oF GENERAL Property, 
Gross EARNINGS, AND OTHER SPECIFIC TAXES 








Gross 
Earnings 
Taxes Paid 
by Railroads 


Ratio of 
Railway 
Gross 
Earnings 
Taxes to 
Total 


Total of 
All Taxes 


(000’s omit- | (c00’s omit- 
ted) ted) 


136, 883 
146,151 





5.61 
5.49 


7,678 
8,028 


73933 
7,844 
8,097 
8,142 
6,849 
4,838 
31437 
3,953 


$ 66,800 


5-44 
5.11 
5.26 
4-99 
4.24 


145,856 
153,381 
154,008 
163,227 
161 , 409 
3-14 


2.49 
2.90 


154,119 
137,790 
136, 335 


...| $1,489, 160 











4.49 





greater in 1933 than in 1924. In both 
states the taxes paid by railroads de- 
creased during the depression, but the 
drop was much more marked in Minne- 


sota (Table III). 


The foregoing data illustrate the 
difference in character of ad valorem 
and gross earnings taxes. The latter 
tax provides greater revenues in good 
than in bad times as it varies directly 
with the total receipts of the railways. 
To that extent the gross earnings tax is 


Taste III. Annuat Taxes Paip By RAILROADS IN 
MINNESOTA AND WISCONSIN, 1924-1933 








Taxes Paid by Railroads 





Minnesota Wisconsin 





$ 7,400,926 
7,413,323 


6,910,623 
6, 548,290 
6 ,792 698 
7,074,692 
7,271,689 


$ 7,677,568 
8,028,095 


7932, 716 
7,844,185 
8 ,097 ,343 
8,141,673 
6,848,853 
4,838,353 
3,437,476 
319533443 


$ 66,799,700 


7,179,114 
6, 369,046 


5,713,815 
$ 68,674,216 
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not a reliable revenue producer in times 
when governmental needs may be great- 
est.27_ A further analysis of the equity 
of this tax is attempted in Table IV. 
The first column shows all taxes for the 
past decade and the second column ex- 
presses the total for each year as a per- 
centage of the annual average for the 
period. The same procedure has been 
followed for general property tax levies 
and for railway gross earnings taxes. 
Thus it appears that by 1933 the total 
taxes were slightly less than in 1924. So 
too were general property taxes, which 
were more than in 1932, approximately 
$2,500,000 less than in 1924, and a little 
less than 94% of the annual average for 
the 10-year period. Railway taxes, on 
the other hand, had fallen to but little 
more than half of the 10-year average in 
contrast with a less than 10% decline in 
general property tax levies. 

The present discussion is concerned 
with gross earnings taxes as a depend- 
able source of revenue rather than with 
a criticism or justification of the Wis- 
consin and Minnesota tax systems as 
such. As was stated previously, total 
taxes in Wisconsin in 1933 were still 
over $25,000,000 higher than in 1924. 
In 1933 general property tax levies as 
well as ad valorem taxes paid by rail- 
ways were at the lowest point in I0 
years. General property tax levies were 
87.1% and railway taxes 83.2% of the 
Io-year average (Table V). Although 
railways in Minnesota enjoyed a 50% 
decrease by 1933, general property was 
bearing about the same share of the 
total burden that it bore in 1924. In 
Wisconsin the relative decrease in taxes 
enjoyed by the railroads was but slightly 
greater than that found in general 


37 For a discussionzof the merits of this method of 
taxation, see Blakey, Taxation in Minnesota (Min- 
neapolis: University of Minnesota Press, 1932), pp. 
324-330. 
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Taste IV. ComparativE AMouNTS oF ToTAL Taxes, ToTaAL GENERAL PRopeErty 


Tax Levy, anp Gross Earnincs Taxes Paip 1n MINNEsoTA, 


1924-1933* 
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$148,915,973 | 100.00 


$116,471,082 | 100.00 | $ 6,679,970 | 100.00 





136, 883,481 
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153,380,700 
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98.14 
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103.00 
103.42 
109.61 
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91.88 
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119,044,062 
107, O11, 558 
109 , 293,338 














* Thirteenth Biennial Report, Minnesota Tax Commission (St. 
Bacon, Chief Clerk of Minnesota Tax Commission. 


property tax levies. Minnesota had one 
special advantage; its gross earnings 
taxes were readily collected. Some of 
Wisconsin’s ad valorem tax levy on 
railways was delinquent. The $5,713,- 
815 shown was collected but assessments 
amounting to $398,382 were unpaid 
either because of delinquency or liti- 
gation over assessments. Thus out of 
$6,114,197, over 6% remained unpaid.** 


38 Data from records in Tax Commission files. 


Paul, Minnesota: 1932), p. 299 and letter from Mr. H. B. 


In spite of being quite unreliable as a 
revenue producer, the gross earnings 
tax, once the rate is determined, has the 
added virtue of simplicity. Supposing 
Mr. Eastman’s board of railway man- 
agers were to recommend that the 
states be paid taxes on a gross earnings 
basis, what rate should be applied? 
Table VI throws some light on the prob- 
lem. 

Would the rate chosen be 4%, as dur- 


Tas_e V. Comparative AMounts oF ToraL Taxes, ToraL GENERAL Property Tax 


Levies, AND AD VaLorem Taxes Paip sy RaiLroaps 1N WISCONSIN, 


1924-1933* 








Ratio to 
10-Year 
Average 


Total Taxes 
of State and 
Political 
Subdivisions 


Ratio to 
1o-Year 
Average 


Ad Valorem 
Taxes Paid 
by Railroads 


Ratio to 
1o-Year 
Average 


Total General 
Property 
Tax Levies 





$158, 844,148 


$108 , 755,783 $ 6,867,422 





132, 162,093 
138,150,304 


142,799,752 
154,971,433 
148,916, 

172,686,315 
184,120,797 
183,683,744 


173,700,069 
157,250,068 











7,400,926 
7,413,323 


6,910,623 
6,548,290 
6,792,698 
7,074,692 
7,271,689 


100, 120, 302 
104, 119,726 


99,948, 768 
105, 584, 287 
111,094, 527 
117, 520, 468 
122,253, 862 


7,179,114 
369,046 
5,713,815 


120,855,119 
106,756,277 
945304,494 














* Biennial Reports, Wisconsin Tax Commission. 
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TasLe VI. RELATION oF Tax ACCRUALS TO RAILWAY 
OperaTING REvENvEsS oF Crass I Roaps, 
1927-1933 








Tax Accruals 
Other than 
Operating | U.S. Gov- 
Revenues ernment 
Class I Taxes 
Roads* Class I Ratio of 
Roadst | Tax Accruals 
(c00’s omit- | (c00’s omit- | to Operating 
ted) ted) Revenues 


Railway 





.| $3,126,760 
4, 188, 343 


263,310 
293,325 


308 , 636 
307, 239 
301, 434 
291,497 


5,281,197 
6,279,521 
6,111,736 
6, 134, 538 














*Railway Age, January 27, 1934, P. 102. 

+ Source: Interstate Commerce Commission Bureau of Sta- 
tistics. A Preliminary Abstract of Statistics of Common Car- 
riers, U. S. Government Printing Office, p. 6, for years 1927 
and 1928 and p. 8 for years thereafter. 


ing the good year; or 8%, as during the 
past three years; or would it be 5.7%, 


the average for the three prosperity and 
three depression years? Probably it 


would be something like 5%, the rate 
imposed upon operations of the Ten- 


nessee Valley project. With annual 
railway operating revenues ranging be- 
tween $3,000,000,000 and $4,000,000,- 
ooo, the states as a whole could expect 
to receive from $150,000,000 to $200,- 
000,000, instead of the $250,000,000 or 
more collected in 1933. This would 
amount to a reduction of from 20 to 40%. 

Such a reduction seems very reason- 
able to anticipate. The Federal Govern- 
ment would desire to have its owner- 
ship and operation appear to be as 
economical as possible. There would be 
no desire to assume the burden of an 
unduly heavy annual payment to the 
states. Whatever would be paid must 
necessarily be more in the nature of 
grants or aids than taxes, because the 
Federal Government would be under no 
constitutional obligation to pay any- 
thing. Whatever obligation might exist 


would be merely a moral one, and that. 


could be variously interpreted by the 
successive Congresses. 


The Problem of Distribution 


Assuming then that the Federal Gov- 
ernment might undertake to have its 
railroads pay taxes to the states—and 
this was done during the period of 
Federal control under war conditions— 
how could each state’s share be ascer- 
tained? It has already been shown how 
the states rely to different degrees on 
the collection of taxes from railroads. 
Would 25% of Nevada’s total taxes still 
come from the railroads? It seems 
doubtful. Since practically every state 
has unique features in its method of 
taxing railways, no existing scheme 
seems likely of adoption in spite of the 
proposal in the Wheeler Bill. Distri- 
bution could be made on the basis of 
gross earnings actually to be credited to 
each of the various states. This would 
involve a consideration of what de- 
termines the state to which the earnings 
could be credited. Would it be the 
amount of traffic originated in the 
state, or some combination of these 
factors? Perhaps distribution would be 
made on the basis of the value of prop- 
erty located in each state. But that 
would unduly favor the states where 
large switching and terminal facilities 
are situated. The western states would 
share only on the basis of tracks and 
rights-of-way. A state such as Wiscon- 
sin, with terminals of its important rail- 
ways in Chicago, St. Paul, and Minne- 
apolis, might be given a rather meager 
share, although the roads pass through 
that state and, in some cases at least, 
benefit by. that fact. The states with no 
terminals would demand that distribu- 
tion be made on the basis of track mile- 
age or passenger miles and freight-ton 
miles. Those with valuable terminal 
properties would demand that the chief 
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factor considered in making allotments 
be property values. With all these 
conflicting demands any plan chosen 
could hardly find universal favor. The 
distribution of the tax monies might 
easily lead to as much logrolling as 
tariffs and pork barrel appropriations. 

Mention was previously made of the 
problems arising from property aban- 
donments. One can well imagine how 
strenuously the abandonments of lines 
and terminals would be opposed by the 
section or state whose share in the dis- 
tribution on a _ property-value basis 
would be decreased. Similarly, a re- 
routing of traffic would be bitterly 
opposed were the distribution made on 
the basis of passenger and freight 
mileage or some similar basis. In de- 
claring for Government ownership, Sena- 
tor Wheeler of Montana has described it 
as the only feasible means of securing a 
coordinated and unified railway system 
for this country. Success in this respect 
will not work to the immediate and uni- 
versal advantage of every person, group, 
or state throughout the country. 


Conclusion 


A host of other problems in this con- 
nection can well be anticipated. At the 
present time Federal automobiles and 
mail trucks neither buy state motor 
vehicle licenses nor pay state gasoline 
taxes. If the railways were govern- 
mentally owned, there is good reason to 
anticipate an eventual development of 
interconnecting bus lines and of pick-up 
and delivery freight and express service. 
Is there reason to expect that these vehi- 
cles would be required to carry state li- 
cense plates or to pay motor vehicle fuel 
taxes any more than mail trucks do now? 

These problems are not mentioned in 
any spirit of opposition to Federal 
ownership. That may be the unavoid- 
able goal toward which we are being 











impelled. The problem here raised is, 
what are the states going to do for 
finances? While not simple and not 
necessarily obvious, one solution—prob- 
ably the most workable one—has al- 
ready been suggested. The Federal 
Government will have to bolster state 
finances with additional grants-in-aid, 
either proclaimed to be taxes or labelled 
as outright aids, the ultimate effect 
being the same. With Federal aids now 
being given for roads, for forests, and 
for health, and proposed for old age 
pensions, mothers’ pensions, and un- 
employment insurance, there seems some 
possibility that the old doctrine of state’s 
rights is melting away, notwithstanding 
the recent decision of the Supreme Court 
in the matter of NRA. If the states are 
becoming more and more in the nature 
of administrative subdivisions of the 
Federal Government, they can with 
justification expect Federal aid for new 
purposes such as schools. The economic 
conditions of our age may be making 
state boundaries of less and less im- 
portance. Federal grants-in-aid to help 
the states finance public building pro- 
grams and to pay part of the proposed 
cost of administering old age pensions 
is embodied in bills now before Congress. 
State regulatory commissions have little 
real power any more in matters involv- 
ing railway rates, acting principally as 
investigating agents for the Interstate 
Commerce Commission. Proposed legis- 
lation will transfer to Federal agencies 
control over holding companies now 
being exercised in a limited degree by 
some state commissions. lll these 
factors indicate a trend which may or 
may not be reversible. If the trend is 
going to continue, there appears to be 
reason to expect that, should the Fed- 
eral Government assume ownership of 
the railways, the financial needs of the 
states can be met by aids. 
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One possibility might be grants-in- 
aid for educational purposes. Education 
of the youth is a national problem in 
many respects. Government ownership 
would fuse the various independently 
operated railway systems into a single 
system. Because it is difficult to appor- 
tion the operating parts of the national 
railway machine among the several 
states for property tax purposes, grants- 
in-aid for education suggest a possible 
solution of the problem of providing 
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state treasuries with funds equivalent 
to those now realized by taxation of 
railroads. One of the costs of operation 
of the national railway system should 
be some contribution to the financing 
of state governments and the aids could 
be given for carrying on an activity na- 
tion-wide in scope and importance. A 
measure of equity between states would 
thus be insured and a possible basis for 
harmony of interest assured. 





Private versus Public Enterprise in Housing 
By WALTER S. SCHMIDT* 


HE return of prosperity to this 

country undoubtedly is depend- 

ent upon the revival of the con- 
struction industry. Population growth, 
at a rate unparalleled in any other prin- 
cipal nation, has created necessity for 
continuous addition to our facilities for 
housing families as well as businesses and 
manufactories, in such proportions as 
to constitute construction our major 
activity, our greatest employer of labor, 
and our economic balance wheel. An- 
nual volume in this field, while never 
accurately measured, yet is known to 
have exceeded 15 billion dollars, with 
approximately half of the nation’s man- 
ufactories making materials used in 
construction. As an interesting compari- 
son, our total foreign export trade in 
its maximum year was only slightly in 
excess of 5 billion dollars. The 1930 
Census showed 10 million workers en- 
gaged in producing ‘durable goods,” 
largely items going into construction of 
one or another type. 

The Federal Government, recogniz- 
ing that stimulation of construction was 
necessary to recovery, principally be- 
cause a return to normal volume would 
put back to work millions of persons 
now unemployed, has embarked on 
many projects intended to accomplish 
that result. Among these activities are 
the numerous home mortgage instru- 
mentalities created and the various 
measures concerned with housing for 
the low-wage group, such as “low-cost 
housing,” subsistence homes, family 
resettlement, and others of like nature. 
This program has obvious appeal to 
many elements of the population; it has 


* President, National Association of Real Estate 
Boards. 


likewise sociological and political ap- 
peal. No one can question that our 
cities have much housing fit only for 
destruction or that a civilized country 
should be concerned about the living 
conditions of the third of its population 
in the lowest income bracket. The 
questions before the nation today are 
whether the specific emergency meas- 
ures adopted speed recovery, and, if 
they do, whether they represent sound 
long-range policies which this nation 
can afford to adopt. Before this country 
permits itself to be led too far into 
courses from which retreat may be 
difficult, the present situation should be 
carefully examined in an attempt to 
gauge the probable effects of Federal 
policy as now enunciated and, out of 
such analyses, conclusions should be 
drawn as to the correct relation of 
government to housing. 


The Present Situation 

It is quite apparent to shrewd ob- 
servers of real estate trends that America 
is close to an acute shortage in living- 
unit supply. Contraction in space use 
and doubling up of families during the 
first years of the depression resulted in 
great vacancy and consequent rent re- 
ductions. This vacancy now has been 
absorbed almost completely by normal 
increase in the number of families. The 
vacancy survey taken by the National 
Association of Real Estate Boards dur- 
ing October of this year in a group of 
major cities showed vacancy in single- 
family residences to be less than 1% 
and in apartments 5%. As apartments 
represent only a small percentage of 
total living units,! the actual number 


11930 Census (Vol. 6, Table 13) figures on living 
(Footnote 1 continued on p. 3438) 
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of available units is so small as to create 
a dangerous situation. New construc- 
tion during the past four years has not 
even replaced the loss by fire or other 
casualty or the tear-down resulting 
from obsolescence and like causes. From 
data already in hand it appears that 
this year private and public construc- 
tion will amount to about 100,000 
units; in 1934, the figure was 30,000 
units; in 1933, 35,000; and in 1932, 
125,000,” a total of 290,000 units whereas 
a conservative estimate of destroyed 
units is 125,000 a year or 500,000 in the 
four-year period. Families in the 
United States are increasing at the rate 
of approximately 1.2% a year or 360,000 
annually. These figures reveal why 
vacant units have been absorbed and 
the further fact that from this moment 
forward at least 485,000 new units must 
be constructed annually if our people 
are to be housed. Rents are definitely 
on the upward trend—a healthy tend- 
ency, distressing as it may be to certain 
occupants. Rent increase means value 
increase; new houses will not be built 
in volume while existing homes can be 
purchased at less than fair worth. A 
great building revival is definitely in 
prospect for 1936 unless unnatural ob- 
stacles are placed in its way. Time has 
been working to make new units neces- 
sary in this growing nation. 

During the period from 1900 to 1920, 
apartment house construction was on 
the increase as compared to one- and 
two-family dwellings. It is always to 
be kept in mind that the apartment is a 
small factor in the housing picture. A 
goodly portion of the multiple-family 
dwellings are 3-, 4-, or 5-unit buildings 
of tenement type. The average num- 
ewe (Footnote 1 continued from p. 342) 
units are: single- and two-family dwellings, 79.8%; three 
or more families, 20.2%. 


? Statistical Bulletins, Federal Home Loan Bank 


Board and Federal. Housing Administration. 
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ber of families in multiple-dwellings is 
5.7, revealing clearly that the apart- 
ment building, as ordinarily considered, 
houses but a negligible portion of our 
families, probably between 8% and 10%. 
There has come a definite swing back to 
the single-family house. In 1900, there 
were I.12 families per dwelling; in 1920, 
1.18; in 1930, 1.19.5 Since 1930, the 
major portion of construction has been 
of the single-family type. Studies 
made® show that 80% of these homes 
were constructed by operative builders 
for sale to unknown purchasers, the re- 
mainder by owners for their own use. 
Owner construction tends to decrease 
each year, and apparently is likely al- 
most to vanish in favor of the ready- 
made house. 

Because of improved roads and the 
speed of modern transportation, build- 
ing has more and more extended to 
outlying sections where land use is not 
so intense. The single-family detached 


house is coming back into strong favor. 
In only a very few cities does the 
popularity of the row-house still re- 
main; the individuality of the detached 
house and the larger sense of ownership 
coming with its possession, no doubt, 
are the reasons for its greater and greater 


appeal. Likewise, there has grown a 
demand for somewhat more land—an 
average of about 7,500 square feet, as 
opposed to about 6,000 square feet 
IO years ago and 4,000 or 5,000 square 
feet 25 years ago. The price range for 
the single-family house is from $3,500 
to $15,000 for different classes of popu- 
lation served.’ It is accepted as prima- 
facie that he who desires a new home 

31930 Census showed 29,904,663 families; the rate 
of increase is estimated on population increment, 
checked for various factors. 

41930 Census, Vol. 6, Table 13, p. 10. 

5 [bid., Vol. 6, Table 14, p. 10. 

6 National Association of Real Estate Boards, 1931. 


7 Average cost: 1921, $3,972; 1929, $4,915 (Monthly 
Labor Review, May, 1934). 
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must purchase it; there is practically 
no building to rent in the single-family 
field. Thus has been sustained and 
stimulated the distinctive American 
ideal of “home ownership.” The desire 
is not confined to the wealthier class. 
Department of Commerce figures, taken 
in $2 cities, show $1,478 as the average 
income of the American home owner in 
1933. 

The former close-in homes of those 
who, by ambition and saving instinct, 
have advanced in life, are rented to 
those coming up from below. In addi- 
tion, the larger houses of the well-to-do 
frequently adjoined the business dis- 
tricts and were given up in favor of 
homes in suburban areas. The result is 
that a goodly portion of tenement 
property is convenient to business and 
industry, and is of the single-family 
type, remodeled with varying success 
to meet the needs of multiple-family 
use. Rentals of the lower-income group, 
who occupy usually the oldest of the 
residential structures of the community, 
vary with the city and the location in 
it from $2.50 to $5.00 per room.? 

As for the landlord to the poor, 
usually he is a person who has inherited 
or bought for investment a few tene- 
ment properties. He is fortunate if his 
investment produces a net return of 
3% or 4% over any period of years. 
The limited-dividend corporations in 
New York City, although granted con- 
cessions in taxes and other items and 
although all are charging the allowed 
maximum of $12.00 per month per 
room, still are earning no fair return.!° 
They can hardly be said to be serv- 
ing the low-wage group, when 500,000 
families in that Metropolis are paying 
$6.00 or less per room. 


8 Department of Commerce Bulletin, June 30, 1933. 
* Tables covering 15 typical cities prepared by the 
author. 
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Not today, nor for 35 years, has it 
been possible to build for the low-wage 
group at any rent that group can afford 
to pay, whether the improvement is 
constructed well or ill. Perhaps some 
usurious landlords are building ill and 
battening off the poor; usually, however, 
such stories are wishful statements of 
slum-clearance enthusiasts and, even if 
occasionally true, give no right picture 
of the general situation. It is perhaps 
inevitable in the course of things that 
the least fortunate occupy ‘“second- 
hand” quarters. Certainly those of the 
low-wage group can afford to pay less 
than % of the fair economic rent which 
must be charged even in the most 
modestly constructed new buildings. 

Many paper thinkers and even certain 
prominent federal officials concerned 
with housing state that home owner- 
ship is on the wane, that its day is done. 
However, those in real estate who have 
daily business contacts with the great 
middle classes, know that the urge re- 
mains. True, purchases have been 
falling off during these difficult times 
when fear has controlled action; true, 
too, as we have passed from a pre- 
dominantly rural to a predominantly 
urban civilization, the percentage of 
ownership has shown a steady decrease. 
But demand is again emerging, and 
those in a position really to know are 
convinced that the innate desire to 
own will express itself in such action as 
we have never experienced if encourage- 
ments are offered, if the soundness of 
owning is stressed from authoritative 
sources, and if convenient and eco- 
nomical financing is arranged. A surge 
upward of this more stable and saving 
middle class into newer purchased homes 
would release housing of somewhat 
better class for the occupancy of those 


10*Analysis of Limited-Dividend Corporations in 
New York City,” September, 1935. 
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below and result in the elimination of 
the worst of the tenements now in use. 
This seems the logical and practical 
goal for which to strive. 


What the Government is Doing 


While the policy just outlined is ex- 
pressed by the Federal Housing Ad- 
ministration, other federal agencies seek 
contrary objectives. It further is to be 
said that, while there is sound reason in 
the argument that social justice de- 
mands betterment of housing conditions 
for the poor, yet there is also another 
kind of justice, commutative, which 
has even a stronger counsel to the 
effect that in bringing such betterment 
to one class we do not do substantial 
injustice to another. 


As an emergency measure designed 
to put people to work, government 
rather hastily entered upon a program 
of slum clearance and construction of 
sublimated tenements. Projects were 
to be self-liquidating except for an out- 
right grant of 30% of cost. It was ex- 
pected that limited-dividend corpora- 
tions, either existent or to be formed, 
would be attracted by the 30% grant 
and that through a nation-wide activity 
in constructing living units for the low- 
wage group, the pump would be primed 
for building recovery. However, though 
some grants were made, none met the 
real requirements of the act, for the 
reason that despite the 30% donation it 
still remained impossible to build for 
those in the lower income third of the 
population; the rents they can afford 
to pay will not support even 70% of 
the total investment. Thus there is 
good ground to question the justice of 
the criticism leveled at private enter- 
prise for its failure to cooperate in the 
plan, or for its failure to provide ad- 
equately for these classes in the past. 
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The PWA, acting through its Housing 
Division, then decided to build directly, 
using local housing committees as buf- 
fers. Theoretically, the projects still 
were to be self-liquidating after de- 
duction of the subsidy. Numerous such 
projects are in process. Quite obviously 
these projects cannot meet govern- 
ment’s own challenge to private enter- 
prise, nor show the way whereby capital 
can construct like improvements to re- 
place the slums on an economic basis. 
The tenements, if they are to return a 
fair income and be self-liquidating in 
accordance with the provisions of the 
legislation authorizing them, cannot 
serve those persons purported to be 
benefited, for that element of the popu- 
lation is unable to pay the rents neces- 
sary to accomplish such a result. So 
far no real contribution has been made 
by way of clearing the worst slums. 
Furthermore, not by any means are all 
of the selected sites in bad slum areas. 
Of course, considerable dilapidated hous- 
ing will be removed, but to designate the 
activity generally as “‘slum-clearance” 
or as “low-cost housing” is a misnomer. 

Both the Housing Division of PWA 
and the Resettlement Administration 
are now devoting chief attention to 
plans for building great groups of single- 
family homes to be rented, either within 
the limits of, or as close as possible to, 
urban centers. Many such projects are 
about ready to be initiated, the smallest 
contemplating the construction of 200 
such homes, the largest, 5,000. The 
thought is that with each house will go 
from half an acre to two acres of land. 
This plan is capable of more practical 
application than the slum-clearance idea 
from an economic standpoint, because 
the homes will attract a class capable of 
paying economic rents and because busi- 
ness property values will be created; 
income received from this source prop- 
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erly can be used to reduce costs to the 
home occupier. The writer has for 
years advocated the building of major 
satellite towns close to the principal 
centers of population, the retention of 
business values created, and their use 
to reduce costs to the home purchaser. 
It remains to be seen just how the Re- 
settlement Administration will decide 
to operate. Again in this program there 
has been considerable talk of uneconomic 
rents. 


Effects of the Government Program on 
Private Construction 


This brings us to a consideration of 
various questions regarding the effect 
which Federal policies now adopted 
will have upon business in the real 
estate field. Will they be regenerative 
or retardent to recovery? Observation 
over the country indicates that con- 
siderable fear exists among private 
operators as to the repercussions upon 
them if government activity now pro- 
posed is continued. It is a serious ques- 
tion as to whether the construction of 
tenements—really modest apartments— 
rented at less than an economic figure, 
will cause apartment projects to be de- 
ferred even though the tenements pro- 
posed will not of themselves be com- 
petitive. Operative builders have been 
much disturbed by the announcement of 
federal plans calling for the building in 
different communities of a whole year’s 
normal output of small houses to rent at 
low figures. The prospect of such fed- 
eral activity, the very possibility of it, 
cannot help but deter private enter- 
prise. The activity of the Resettlement 
Administration could be made to lend 
itself admirably to aiding private enter- 
prise instead of stifling it. It is not so 
much the actual things that govern- 
ment announces it is ready to do as the 
probability of extension of these plans, 
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which gives pause to those who normally 
would be ready to recommence activi- 
ties. Present policies therefore should be 
scrutinized carefully. Definite lines 
should be drawn beyond which action 
will not extend and those policies that 
are detrimental should be abandoned or 
revamped. 

Thinking Americans make serious 
question as to whether government 
appropriately should become landlord 
to its own citizens. This country has 
been 150 years getting the land into the 
hands of its people. Now we are asked 
to commence a reversal of the process. 
Certainly the position of government as 
landlord is a most unenviable one and 
entirely out of accord with prior Ameri- 
can practice. There is even question 
whether government can manage such 
properties effectively. Certainly, it 
will be in a difficult position to collect 
its rents during any period of stressful 
conditions. Widespread ownership of 
the land, of the home, seems almost the 
essence of American civilization. In the 
majority of other countries home owner- 
ship is confined to a few; it is difficult 
of accomplishment. One after another 
of our great leaders have urged that 
every citizen secure for himself a stake 
in the land. Webster said that home 
ownership was the bulwark of democ- 
racy. So it would seem, since the either 
extreme of communism or despotism 
must first undermine that practice and 
that right before they can make head- 
way. 

Many have said that ours has not 
been such a bad system, since it forces 
the least thrifty to occupy unattractive 
housing—tenements to get away from 
into a home of one’s own. If our families 
had the habit of remaining static, such 
a statement would hold no point, but 
advancement in the scale of life is the 
American ambition—an ambition that 
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has been realized by a majority of our 
citizens. Our country still holds oppor- 
tunity for the worker who is determined 
to better his condition. Federal building 
of living units does not tend to strength- 
en, in fact is destructive of, the owner- 
ship ideal. It is unsafe to base con- 
clusions for our own country upon prac- 
tices found successful in others. Ours 
is distinctly a different civilization than 
that existing in England, for instance, 
where families for generations remain 
within their classes and the majority of 
the people are renters without hope of 
other status or desire to alter that posi- 
tion. 

Another effect of present policies is 
to place government in direct competi- 
tion with great groups of its citizens in 
two categories—owners who rent living 
units to others, and builders of apart- 
ments and homes. Tenement property 
in this country is not owned in the usual 
case by great estates, rather by great 
numbers of small owners controlling a 
few properties. If government rents liv- 
ing units—apartments and houses—at 
amounts less than economic rents, other 
rents must necessarily suffer by compar- 
ison. Great multitudes of owners will be 
injured. Anargument has been advanced 
that a few such buildings will not affect 
the general situation. It must not be 
forgotten, however, that federal pol- 
icies once inaugurated tend to enlarge- 
ment of their scope by pressure from 
within; and from without will come in- 
sistent demand for widening the pro- 
gram from those not as yet receiving its 
benefits. 

Those who build for investment like- 
wise will feel that competition. The 
occupants of federal improvements, 
possessing quarters offering all reason- 
able modern conveniences at low rents, 
naturally will consider themselves in 
best positions and will hesitate to add. 
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disproportionately to their expense even 
though they might well afford a more 
attractive apartment. The same damage 
will accrue to those who construct 
homes to sell. Many occupants of fed- 
eral improvements, in the normal course 
of events, would have become pur- 
chasers of new homes. 

Damage being done by many philo- 
sophically and economically incorrect 
federal policies concerned with real 
estate is far out of proportion to the 
good they can accomplish, even if the 
ends they seek are secured. On Septem- 
ber 5, 1935 the Public Works Adminis- 
tration announced the status of its proj- 
ects. The total living units in all the 
projects set forth in this bulletin," 
both under the allotments to limited- 
dividend corporations and the building 
by government upon application from 
municipalities, numbered 22,480, of 
which 1,234 were completed and occu- 
pied. The influence which this activity 
has had upon the actual supply of better 
living conditions is insignificant com- 
pared to the total need of the country. 
If the government is really to have a 
major influence through such direct 
building, the amount of money that 
must be spent runs into simply stagger- 
ing figures. The ultimate result of such 
a policy will be that, since the great 
middle class ultimately pays the taxes, 
a goodly portion of the members of this 
class will be in the position of paying for 
better housing than they themselves are 
able to occupy. Again emerges the 
question, is this commutative justice or 
sound economics? 


The Appropriate Role of Government 


Government has a definite place, 
however, in the realty picture. Socio- 
logical questions involved in housing 


11 Federal Emergency Administration of Public 
Works—P. W. 40,859. 
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are of national import. So are numerous 
other problems connected with real 
estate—that great solid reservoir of na- 
tional wealth. Many desirable activi- 
ties in connection with it are beyond the 
capacity of private enterprise to encom- 
pass. 

It is quite evident that improvement 
in some 20% of our urban housing should 
be diligently sought and that this 
wealthy country should see to it that its 
people live in decent, safe, and sanitary 
quarters. We protect our cattle—more 
should we our humans. But govern- 
ment certainly need not act as an owner 
and builder to obtain this result. A 
multitude of other expedients are avail- 
able and should be exhausted before 
we surrender to such a dictum. That 
principle granted, it follows that govern- 
ment must conduct a// business in this 
interwoven civilization. Attacks have 
been made on private enterprise for its 
failure to correct bad conditions. Little 
credit is given for that great work done 
in moving large numbers of people to 
attractive suburban homes. The fact 
is that government itself has been de- 
cidedly derelict in the performance of 
its duty in the premises during that 
long period of years since the problem 
first came to the forefront; it as yet has 
offered no sound comprehensive plan; 
no helps to private enterprise that are 
practical; no economic direction. Nor 
should the inferences drawn from statis- 
tics by certain investigators in this field 
be taken at their face. People can over- 
night convert into slums erstwhile rea- 
sonably decent and respectable neigh- 
borhoods. Haphazard placement of 
new tenements here and there will not 
eliminate crime, nor disease, nor munic- 
ipal expense. Ultimately, these fed- 
eral buildings are doomed to partake of 
the character of their surroundings and 
to become the warrens of the future. 
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Many steps are necessary for carrying 
through an adequate program to insure 
betterment and stability in housing 
practice. A first is real protection of the 
mortgage structure. Government’s ef- 
forts in this regard have produced some 
useful instrumentalities, but they are 
incomplete and cover but a portion of 
the need. The mortgage must be made 
really marketable by a Federal Bank of 
Discount, prepared to buy sound mort- 
gages when holders are forced to sell. 
By this means the mortgage would be 
made more attractive, a steady flow of 
money for financing sound projects 
would be assured and, as well, some 
lowering of interest rates on housing 
loans would be possible. This agency 
should cover the entire field; the long- 
term credit structure is one whole, and 
that whole must be protected or all 
parts will collapse under pressure. 

It would seem a distinct obligation of 
government to protect the mortgage 
structure through a proper reserve sys- 
tem. Long-term credit always has ex- 
ceeded short-term credit in volume. 
Thus protection of the long-term or 
mortgage credit structure against col- 
lapse during periods of stress would 
seem to be quite as important as pro- 
tection of the banking system. Fluidity 
in the flow of mortgage money is an ele- 
ment of extreme importance in main- 
taining value and safeguarding the 
realty owner. 

Another activity beyond the capacity 
of private capital is that of research into 
the status of the commodity. The 
Realtors of the nation have been beg- 
ging for comprehensive research for 
years. What little has been accom- 
plished, such as the Real Property In- 
ventory recently made by the Depart- 
ment of Commerce, the vacancy sur- 
veys in different cities, tax analysis, 
and other such individual pieces of work, 
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has been the result of the pressure this 
group has brought to bear. However, 
the total research is woefully small 
and entirely inadequate as a base upon 
which to build constructive policies. 
Wide and continuous fact finding and 
study must be carried on if sound 
economic direction is to be given. 
_ Every agency of government should 
feed into a research department. The 
status of that great commodity—real 
estate—should be determined and kept 
always up to date. Only by this means 
can needs be known, can dangers be point- 
ed. Who knows how many living units 
properly should be constructed every 
year, and whether this country has a 
shortage or a surplus of space? Who 
knows how many units were destroyed 
last year by tear-down and the many 
casualties of fire, tornado, earthquake, 
flood? Who is seeking by coordination 
of knowledge and use of new invention 
really to make possible a better house at 
a lesser price? That research, as in the 
mortgage problem, should cover every 
class of urban real estate, for trends in 
business and industrial use vitally affect 
the housing situation. 

Only by careful and painstaking 
effort can various maladjustments in 
the construction industry be corrected. 
There is a dislocation between the cost 
of housing and wages of the average 
earner. One reason for that fact is the 
archaic character of the industry in 
many of its aspects. Progress toward the 
unitizing of parts has been painfully 
slow, and much remains to be done if 
real economies are to result. Methods 
of distribution in the material field 
often are extraordinarily costly. Wages 
are out of line, not because the annual 
earnings of the worker are too high, but 
because employment is not steady. 
Every time an advance is made that im- 


proves the finished product, the cost. 
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is increased. Altogether, there is room 
for a real piece of work in coordinating, 
making adjustments, suggesting agree- 
ments on cost-saving policies, and ana- 
lyzing products—all to the end of cor- 
recting the dislocation. In passing, it 
might be mentioned that when construc- 
tion does start in volume, cost will rise 
sharply; the supply of workers is dimin- 
ished, with no apprentices in training 
these past many years, and material 
prices, while now high, will certainly 
increase with activity. It is entirely 
conceivable that if the Resettlement 
Administration embarked on a definitely 
scheduled program calling for the con- 
struction of four or five satellite towns as 
great experiments, a major contribution 
could be made to housing progress. 

Upon such research also must be 
founded patterns to govern city growth; 
individual planning commissions need 
more facts than are available to them. 
Such patterns must be comprehensive, 
must be cut to a long-range policy. Why 
clear slums and construct new buildings 
in an area that properly is in line for 
conversion to industrial use? Blight— 
that terrible evil of American cities, one 
of the greatest wastes our country ex- 
hibits—must be stopped; past efforts in 
this direction have been weak and futile. 
A great help could be rendered muni- 
cipalities by thoughtful proposals to 
this end. Government need not, should 
not, rebuild cities itself; ours is a system 
of checks and counter-checks to prevent 
the exercise of an absolutely dominant 
authority. But help to municipalities 
in solving such problems is a distinct 
function of central government. 

Our American cities have taken some 
forward steps, but others remain to be 
taken. Bad practice in construction has 
been reduced by building codes often too 
stringent rather than too lenient; bad 
practice in method of growth resulting 
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in blighted neighborhoods has been 
brought under some control by planning 
and zoning commissions, although blight 
remains a major evil requiring further 
special study. The movement outward 
has resulted in many formerly attractive 
neighborhoods becoming less desirable, 
and the leaving of many lots unbuilt 
upon, despite the fact that streets and 
all facilities are installed. 

There likewise should be a compre- 
hensive pattern for gradual elimination 
of dilapidated housing in each com- 
munity. Accompanying it, should be 
the means evolved for aids to private 
enterprise, offered only when improve- 
ments conform to the pattern. The laws 
of the various states under which housing 
corporations are authorized should be 
remodeled to the end of eliminating 
various ridiculous restrictions and mak- 
ing investment in such corporations rea- 
sonably safe and really attractive to 
private capital. A frequent provision, 
for instance, is a restriction against sale; 
again arbitrary power often is given 
political boards of control. Government 
must determine the aids necessary in 
order that such corporations may pro- 
vide housing for the less fortunate. The 
aids should not be uneconomic in char- 
acter. If subsidy is needed, if family 
income is insufficient to meet economic 
rents, then Government should sub- 
sidize the family, not the housing. 

For purposes of the emergency, the 
corporations might be granted the bene- 
fit of the low interest rates at which 
government can secure funds. The 
same policy could be followed in con- 
nection with a portion of the mortgage 
debt on homes to be constructed. The 
low interest could be passed on to the 
purchaser. With such an advantage 
securable only for a brief period, opera- 
tive builders would find means to build, 
and purchasers would be available 
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ready to buy. Why not try a plan for 
those of modest, as opposed to low, 
income? Government could find in- 
numerable ways to help private enter- 
prise if it desired, so that construction 
could be started without government 
being a direct actor. It probably would 
be cheaper for government in the long 
run to give away lots in an area acquired 
by it to those who would build at once. 
It is easy to conceive that homes built 
to rent, with the government as land- 
lord, will prove a very expensive propo- 
sition. 

A heavy burden which bears unduly 
on housing is that of inordinate taxes 
resulting from an obsolete tax system. 
Government might use its great power 
and influence to induce the lifting of 
this weight and the adoption of more 
modern systems in the different states. 
Of the larger nations, this is the only 
one preserving the obnoxious “ad va- 
lorem” tax on living units. 


Conclusion 


There is no royal road to elimination 
of blight and dilapidated housing. The 
matter is one for long-term planning 
and, in its major aspects, should be 
freed from the urge governing emer- 
gency action which always tends to cast 
aside or warp sound principles. Real 
estate used for housing is one of the 
chief items in our national wealth, as 
well as the base for local taxation in 
every community. Carelessly designed 
federal activity, which disturbs base 
practices, cannot fail to bring with it 
serious reactions affecting the whole 
economic fabric—repercussions which 
are likely to appear in unthought-of 
directions. Quite obviously, housing in 
America should be kept as a private 
enterprise with helps and economic 
direction provided by government. The 
work of different federal agencies can 
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be adjusted so that this work in con- 
nection with housing not only ceases to 
conflict with, but stimulates private 
enterprise, and really shows the way to 
large-scale operations to the benefit 
of the whole housing scheme. 

The primary purpose of government, 
after it has taken the proper steps to 
preserve peace and order, is to protect 
the citizen’s rights and to be helpful in 
affording him opportunity for success- 
fully conducting the business of life and 
getting a reasonable comfort of existence 
from it. Government should beextremely 
reluctant to enter private fields, even 
though they be touched with a clear 
public interest, as is housing, until all 
other available means for securing de- 
sired results have been exhausted. The 
national weal demands that children 
have pure milk; but this is no reason 
why government must own the cows, 
the lands on which they graze, and the 


dairy barns where they are housed and 
tended. 


Systems of civilization have their 


roots in the past. Our own has ab- 
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sorbed strength and vigor from the soil 
prepared for it by the farseeing founders 
of our Republic. Their visualization, 
as can be seen from the writings of one 
after another of our early leaders, was 
of a race of freemen, made independent 
by individual ownership of the land. 
Life indeed has grown more intricate, 
and as our civilization has progressed 
it has become necessary to add to the 
heritage left us, to cut away dead wood 
here, to encourage new growth there; 
but never has arisen any sound reason 
to question the ideal that goes to the 
heart of our democratic existence— 
wide home ownership. Instead of dis- 
couraging, we must cultivate this ideal 
so as to keep the core of our national 
life well nourished. Let us think care- 
fully before forsaking it, even by im- 
plication. As surely as we do, the old 
past, from which this nation departed 
when it was founded, will revenge 
itself upon us and become our future. 
Land and home control by governments 
or ruling classes ever have resulted in 
enslavement of the individual. 





The Volume of Public Utility Financing, 
1919-1935 


By E. D. OSTRANDER* 


presented periodical summaries 

of index numbers of the volume 
of public utility financing, following the 
introduction of the subject by Herbert 
B. Dorau in 1925.1 The purpose of 
the present summary is to revise the 
index and bring it down to date. 

For the revised index presented here, 
the base for the monthly series is the 
monthly average during 1926, the base 
for the quarterly series is the quarterly 
average during 1926, and the base for 
the annual series is the total volume 
during the year 1926. As formerly pub- 
lished, the index number had the volume 
of financing in the month of January, 
1919 as the base for the monthly index, 
the volume in the first quarter of 1919 
for the quarterly index, and the volume 
for the year 1919 for the annual index. 

The reasons for shifting the base 
period from IgIg9 to 1926 and for re- 
vising the method from a single month 
or quarter to the average are: (I) a 
more recent year is believed to be de- 
sirable from a statistical standpoint; 
(2) for January, 1926, and subsequent 
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* Assistant Supervisor, Section of Rates and Re- 
search, Illinois Commerce Commission. 

1“Public Utility Financing, 1919-1925,” 1 Fournal 
of Land & Public Utility Economics 305-21 (July, 
1925). For subsequent Departmental articles see 1 
Ibid., 499-501; 2 Ibid., 124-5, 364-6, and 476-9; 3 Ibid., 
98-100, 217-9, 331-3, and 430-23 4 Ibid, 97-95 316-7, 
and 428-30; 5 Ibid., 91, 200-3, and 425-30; 6 Ibid., 
208-12, 312-5, and 428-30; and 7 [did., 97-102 and 203-7. 

2 The original data upon which the index number 
computations are based have been taken from the 
Commercial & Financial Chronicle's monthly compila- 
tions of new capital flotations. In January, 1930, the 
Chronicle revised its classifications to show separately 
“Investment Trusts, Trading and Holding Companies, 
not primarily controlling.” This revision was made 
retroactive through 1926 and the new data are used in 
the present summary whereas for the index number 
heretofore published the older data were used. The 


months revised original data? are avail- 
able, it therefore being preferable to use 
a year subsequent to 1925 as the base; 
(3) the year 1926 is considered as 
“normal” by many students and is used 
as a base for other index numbers, such 
as the United States Bureau of Labor 
Statistics’ Wholesale Price series; and 
finally (4) a study of the trend of the 
volume of public utility financing (Chart 
I) indicates that after 1926 marked in- 
terruptions occurred in the movement 
of the volume of financing.’ 

It should be noted, as mentioned 
above, that for the revised monthly 
index the base is the monthly average 
of 1926, not just a single month in 
1926. In like manner, the new quarterly 
series has the 1926 quarterly average as 
a base rather than a given quarter dur- 
ing the year. The broader base given 
by this method is believed to be desir- 
able in view of the frequently fortuitous 
character of the volume of financing in 
any one month or quarter. In addition, 
this method makes possible mathemati- 
cal proof of the accuracy of the compu- 


Chronicle’s data for public utilities include all in- 


dustrial types except steam railroads. Foreign issues 
offered in the United States are also included. Hence, 
in following the Chronicle’s classification, the term 
“public utility” as used herein is defined to include all 
types, such as electric, gas, water, telephone, tele- 
graph, and traction, excepting steam railroads. Hold- 
ing companies having actual control over operating 
units are thus also included. 

3 Consideration was also given to the advisability 
of using the average of a three-year period, such as 
1926, 1927 and 1928, as a base. No three-year period 
which did not extend back of 1926, i. e., into the un- 
revised data, appeared logical, however, in view of 
economic conditions and the behavior of the volume of 
financing subsequent to 1926. In addition, the single- 
year base carries the advantages of simplicity in inter- 
polation. For these reasons the single year rather than 
an average of two or more years was adopted for the 
base period. 
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tations. That is, after the monthly 
index numbers are computed for any 
year, the annual index may be obtained 
by taking the arithmetic average of the 
12 monthly items. The result, if the 
computations are correct, is identical 
with the annual index obtained by 
computing directly from the annual 
totals. In like fashion, the quarterly 
index numbers may be obtained by 
taking the arithmetic average of the 
three monthly items in any quarter, and 
again the results should square with 
those obtained directly from quarterly 
totals. Still further, the arithmetic 
average of the four quarterly figures 
for any year gives the identical annual 
index obtained by the two other methods. 

The present index numbers are car- 
ried a step further than those formerly 
presented. Heretofore an index was 
given only for the grand total volume 
of financing, covering both new and re- 
funding capital. In the present sum- 
mary, three index number series are 
given. Table I presents the index num- 
ber for the grand total; Table II the 
index number for total new capital; and 
Table III the index number for total 
refunding capital. The annual index 
numbers for each of the series are 
plotted on Chart I. 

Each of the three sets of index num- 
bers is computed by the same method 
already described; and in each case the 
base periods are the same. Obviously, 
however, the dollar volume in the base 
period varies for each series. These 
1926 base-period volumes are: 
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$ 163,995,945]$ 133,157, 1151$30, 838, 831 


491,987,836] 399,471,344] 92,516,492 


1,967,951, 346]1 , 97,885, 376|370,066,970 














353 


Inspection of the chart shows that the 
grand total and the new capital series 
move together fairly well, but the re- 
funding capital series shows wide fluc- 
tuations from the other two. This 
behavior is attributable in part to the 
fact that taken year by year the pro- 
portions of the grand total represented 
by the two components vary widely, 
especially after 1929, and in part to the 
fact that new capital carried a much 
greater weight in the total than re- 
funding capital until the past three 


years (1932-1934). 





CHART T 
COMPARATIVE TRENOS IN THE VOLUME OF PUBLIC UTILITY FINANCING, BY YEARS, !919~-1934 
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The discussion up to this point has 
been concerned primarily with method- 
ology. Let us turn now to a brief sum- 
mary of the more important points re- 
vealed by the analysis. 

The grand total volume of public 
utility financing reached its peak in 
1927 but declined in each of the two 
following years. A rise followed in 
1930 to a level almost identical with 
1928. The rapid decline after 1930 as 
the depression deepened carried the vol- 
ume of public utility financing to al- 
most negligible sums in 1933 and 1934. 
It may be noted from the monthly and 
quarterly series that the decline did not 
in fact begin until after the first six months 
of 1931, and not until 1933 were there 
months during which no public utility 
financing whatever was done. There 
was some recovery during the first half 
of 1934 from the very low levels found 
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in the last half of 1933, and during the 
last half of 1934 still further recovery 
occurred and has continued into 1935. 

The volume of financing for new capi- 
tal purposes did not reach its peak 
until 1930, a rather surprising result 
when contrasted with the 1927 peak 
for the grand total and in view of the 
fact that the recession in general busi- 
ness activity was already under way in 
1929. Two factors appear as rather 
plausible explanations of the rise in new 
capital financing in 1930. First, the 
utilities in many instances had not yet 
encountered declining revenues; and 
second, there was no realization that 
the depression would plumb the depths 
which it did reach and thus the utili- 
ties carried forward their expansion pro- 
grams as had been the custom during 
the 1920’s.4 The second highest year, 


‘Utility leaders may also attribute the 1930 expan- 
sion programs in part to the pledge to cooperate with 
President Hoover’s efforts to maintain employment and 
business activity, for which purpose he called the 
nation’s industrial leaders in conference at Washington 
late in 1929. 

5 It should be noted in connection with the index for 
refunding capital that the base volume for the monthly 
series is not a large figure (approximately $31,000,000), 
hence, the appearance in any month of a sizable re- 
funding issue can produce a marked rise in the index. 
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1927, in the volume of new capital was 
followed by a slight drop in 1928, but 
by a rise in I929 as against a decline 
in that year for the grand total. New 
capital financing fel! very sharply after 
1930, however, and went nearly to 
zero in 1933. Very little recovery 
occurred in 1934 nor has there been a 
noticeable recovery thus far in 1935. 
The volume of public utility financ- 
ing for refunding purposes rose very 
sharply in 1927, but declined rapidly 
during the three succeeding years. In 
view of favorable bond market condi- 
tions during the first half of 1931, the 
utilities effected an increased volume of 
refunding operations with the result 
that the index for that year shows a 
marked rise. The first two quarters of 
1931 were unusually high, followed by 
declines in the last two quarters.’ In 
both 1932 and 1933 the volume of re- 


For example, the April, 1931, index is 481.37, but in 
that month the Pennsylvania Power & Light Company 
issued $100,000,000 First 434s of 1981 and this one 
issue is equal to 324% of the base volume for the 
monthly refunding series. This situation lessens the 
value of the index for refunding capital, but, inasmuch 
as 1926 is the preferable base year for the grand total 
and new capital indexes and'since the same base period 
is required for all series, the fault must stand as a limit 
inherent in the data. 
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TasLe I. InpEx NumseErs OF THE VoLuME oF Pusutc Utitity FINANCING, 1919-1935, GRAND ToTaL* 
1919 | 1920] 1921 1922 | 1928} 1924] 1925 1926 | 1927 | 1928} 1929}; 1930] 1931 1932 | 1933 | 1934 
By Months: as Gitiyi | 
January..______- 72.79| 49.04] 40.10] 33.81] 88.95] 81.42 | 144.96 | 125.15 | 189.08 | 125.10 | 106.76 | 300.01 | 197.63] 27.21] 27.39] 0.91 
February. 34.72] 20.05] 18.03] 34.55] 47.99] 64.63 | 125.20] 90.34 | 228.53 | 160.26 | 154.27 | 105.15] 39.19] 21.28] 0.25] 7.32 
March... 17.99] 19.89] 18.48] 31.55] 68.54] 57.02 | 104.61} 83.80 | 114.77 | 142.22] 192.85 | 139.32] 61.83] 31.16] 1.31] 9.15 
Apri feo 3.69] 27.75] 18.55] 36.57] 46.42] 81.88] 50.25 | 131.67 | 119.96 | 232.00] 77.63) 79.74 | 186.38] 28.18] 17.14] 3.40 
ee 11.02} 27.80] 25.79] 109.54] 47.80 | 169.91 | 74.96 | 167.58 | 155.62 | 147.38 | 209.10 | 368.60 | 128.07] 13.43] 4.02] 4.88 
June... 19.11] 14.60] 6.86] 70.20] 67.32| 88.73| 86.23 | 131.02| 94.52 | 227.80| 85.09 104.94 | 134.40| 12.13] 1.83| 2:44 
July... 30.03 | 18.34] 83.48] 31.68] 15.29] 75.83] 65.77] 129.17; 70.34] 35.12] 195.00| 142.97] 83.42] 67.40] 4.27] 26.53 
August... ._... 14.68] 8.36] 23.73] 15.67] 28.94] 45.20] 68.01] 42.34 61.64] 59.62} 66.41 29.31] 16.74] 60.98] Nil | 3.85 
September. ___- 39.53 | 32.10] 24.55 | 107.20] 24.83] 55.77] 79.93] 28.01 | 122.06 | 123.32] 231.89] 105.03] 25.66] 5.93] Nil 8.04 
October... _.-- 17.76 | 23.84] 24.11] 56.11] 43.07] 81.27] 66.82] 89.22 | 190.15] 127.80) 62.41] 63.81] 1.22] 36.91] Nil | 12.20 
November 6.09] 15.10] 86.75] 31.53 | 116.94] 50.01| 74.05] 98.37/ 153.35] 64.64| 16.16] 54.72] 31.27] 22.93] Nil | 17.07 
December... _._ 14.47] 46.06] 38.78] 39.43] 98.07] 81.04] 111.08] 83.33 | 315.50 | 117.14] 91.94] 71.21] 32.56] 1.90] 0.34] 0.83 
By Quarters: 
First --} 41.83] 29.66] 25.54] 33.30] 68.49] 67.69] 124.92] 99.76; 177.46 | 142.53 | 151.29) 181.49 | 99.55] 26.55 9.65 5.79 
Secon «ee -| 11.27] 23.38] 17.19] 72.10] 53.85] 113.50] 70.48 | 143.42 | 123.37 | 202.39 | 123.94 | 184.43 | 149.62] 17.91 7.67 3.57 
Third Quarter...| 28.08} 19.60] 43.92] 51.52] 23.02] 58.93] 71.23] 66.51| 84.68] 72.69] 164.43| 92.44] 41.94] 44.77] 1.42] 12.81 
Fourth Quarter_.| 12.77] 28.33] 49.88] 42.36] 86.03] 70.77| 83.98] 90.31 | 219.67 | 103.19] 56.84] 63.25] 21.68) 20.58] 0.11 
By Yeara:...... ---| 23.49] 25.24] 34.10] 49.82] 57.85] 77.73} 87.66 | 100.00} 151.29 | 130.20 | 124.13 | 130.40] 78.20] 27.45] 4.71 8.05 



























































* Monthly average, 1926; jegente 100 for the monthly series; quarterly average, 1926, equals 100 for the quarterly series; and the year's total for 1926 equals 
100 for the annual seri 
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was Tasie II. InpEx NumMBERS OF THE VOLUME OF Pustic UTILITY FINANCING, 1919-1935, GRAND 
Tota. New CapitTa.* 
but 
cline 1919 | 1920] 1921 |] 1922] 1923} 1924] 1925} 1926] 1927] 1928] 1929}; 1930) 1931] 1932] 1933 | 1934} 1935 
New 
ifter 160.43 | 134.79 | 161.73 | 104.20} 98.06 | 355.12 | 149.26] 32.38] 5.19] Nil 1.92 
150.61 | 98.33 | 196.40 | 112.34 | 133.77 | 122.42] 41.34] 22.76 0.31 9.01 0.75 
to 90.92} 91.53 | 104.61] 72.67 | 197.93 | 168.71] 46.37] 31.54] Nil 1.83] 5.26 
3 | 101.82} 99.36] 144.05} 85.40] 94.83/118.06) 9.82] 12.32] Nil Nil 
very 75.31 | 2 120.81 | 100.58 | 172.41 | 427.80} 98.62} 5.28] 0.38] 6.01] Nil 
83.45 | 106.25] 97.79 | 228.09} 95.80} 122.14 3.03} 2.25 il 0.38 
na 58.59 | 142.70] 82.21] 43.26 | 221.39] 165.91] 75.39] 46.19] 5.26] 8.26 7. 
71.53 1| 57.59] 68.85] 68.39] 35.09) 16.26] 11.55] Nil 4.74 2.46 
5. 96.64 | 30.74 | 114.81 | 144.23 | 177.51| 86.57] 23.25 Nil 2.39 | - 14.49 
69.13 | 78.46 | 150.05 | 148.24] 72.27] 43.39) 1.50] 33.58] Nil Nil |.- 
unc. 86.70} 97.90] 89.75] 73.23] 19.61] 67.27] 26.48 J Nil 4.83]... ._- 
er 123.33 | 80.83 | 275.93 | 120.68 | 108.36] 86.95; 31.49] 0.51] Nil | | Se 
y by Quarters: 
idly First Quarter-...| 28.23] 19.44] 25.05] 28.53] 64.67] 73.95 | 133.99 | 108.22 | 154.24 | 96.40 | 143.25 | 215.42] 78.99] 28.89 1.83] 3.61 2. 
Second Quarter..| 7.08] 24.86] 16.42] 66.92] 43.43 | 122.32] 71.90 | 139.53 | 105.99 | 157.57 | 117.87 | 214.92/ 100.36] 6.04] 4.98} 2.00} 0.13 
In Third Quarter...} 28.19} 22.32] 43.07] 50.62] 23.90] 59.13] 75.59] 69.85] 84.87] 85.45 | 155.76] 95.86) 38.30) 20.71 1.75] 5.13] 8.01 
idi Fourth Quarter-.| 6.29] 29.10] 38.60] 35.73] 90.30] 76.43] 93.05] 85.73 | 171.91] 114.05} 66.75] 65.87) 19.82] 13.03; Nil 1.68 f....-.- 
an y Yoars:....----- 17.45] 23.93] 30.79] 45.45] 55.57] 82.96] 93.63 | 100.00 | 129.25 | 113.37 | 120.91 | 148.02] 59.37) 17.17] 2.14] 3.09]..._._- 
e 
> of * Monthly average, 1926, equals 100 for the monthly series; quarterly average, 1926, equals 100 for the quarterly series; and the year’s total for 1926 equals 
E 100 for the annual series. 
suit : ; ; 
— funding capital fell sharply, but in The data reveal no well defined sea- 
of neither year did the decline carry to sonal movement, but when the quarters 
by such low levels as those for new capital. are ranked during each of the 16 years, 
In The volume of refunding capital staged 4 slight tendency for greater volume 
re- a small recovery in 1934 which has con- of financing during the first two mi 
tinued with increased vigor into 1935, Saggy two mg is wer - 
in the monthly index soaring to 1067.36 for i ” : b A ee hie “ wey i ae “ 
an . oy owest, but it is hi unsafe to draw 
— July. This rapid rise reflects the very wr — © 
; ; any firm conclusions with respect to 
re low level of interest rates on high grade seasonality 
the oye . e . 
wr utility bonds which has made it profit- The proportions of the grand total 
- able for strong operating companies to of utility financing represented by new 
nit refund outstanding issues carrying capital and by refunding capital have 
higher coupon rates. fluctuated widely during the period as 
Taste III, InpeEx NumsBers oF THE VOLUME oF Pusuic UTILITY FINANCING, 1919-1935, GRAND TOTAL 
REFUNDING CapPITAL* 
1920 | 1921} 1922] 1923} 1924] 1925] 1926] 1927{| 1928] 1929] 1930} 1931} 1932] 1933] 1934] 1935 








171.07} 36.23] 82.20} 145.38] 66.07] 78.22] 83.55 | 307.16 | 215.33 | 144.32} 62.03 | 406.48 
13.74] 23.92] 62.10} 31.21} 45.56] 15.47 poy 367.24 | 367.19 | 242.81) 30.59] 29.91 


F . F y B \ .65 | 363. A A il 
23.88 | 118.32 | 90.99 | 183.44] 22.21] 19.46 | 100.42 | 427.93) 27.57) 1.30} 0.51] 51.98 
33.38 | 129.65} 28.31] 4.62] 49.54] 58.19] 94.09 | 486.36] 101.88) 21.05) 3.24] 37.17 





73.79 | 27.62] 53.93} 85.02] 40.67| 85.81] 63.27 | 277.67 | 341.68 | 186.01} 35.02 | 188.32] 16.41] 43.41] 15.21] 66.88 
17.03} 19.86] 94.49] 98.90] 75.44] 64.35 | 174.61 | 198.41 | 395.93 | 150.16| 52.74 | 362.31] 69.15] 19.23] 10.36 | 206.09 
7.89] 47.58] 55.38] 19.19] 58.09] 52.45] 52.07] 83.87; 17.60] 201.88] 77.68] 57.65] 148.65] Nil | 45.94} 547.11 
25.03 | 98.59} 70.95] 67.55] 46.35] 44.85 | 110.05 | 425.85) 56.34] 14.07) 51.91] 29.72] 53.20] 0.59] 46.40]-.....--. 


30.94} 48.41] 68.69] 67.67] 55.14] 61.86 | 100.00 | 246.45 | 202.89} 138.03) 54.34 | 159.50] 71.85] 15.81] 29.48]......- 






























































ar i * Monthly average, 1926, equals 100 for the monthly series; quarterly average, 1926, equals 100 for the quarterly series; and the year’s total for 1926 equals 
quals 100 for the annual series. ; 
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may be seen by referring to Table IV. 
For the 16-year period new capital 
comprised 76.3% of the total and re- 
funding capital accounted for 23.7%. 
This predominance of new capital is to 
be expected for an industry that has 
been passing through a period of rapid 
growth and expansion. From iIgI9g 
through 1925, the relative importance 
of refunding capital declined, but this 
trend was reversed in 1926 and 1927. 
Taste IV. THe Proportion or Pusuic Urizity 


FinancinGc REPRESENTED BY New CAPITAL AND 
BY REFUNDING CaPITAL, 1919-1934 
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1919-1934 76.3% 23-7% 100.0% 





Little change took place in 1928, but 
the relative importance of refunding 
capital dropped in I929 and again in 
1930 when it represented only 7.8% of 
the total, the lowest of any year during 


the period. In each year since 1930 
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the relative importance of refunding 
capital has increased, reaching 68.8% 
in 1934. This trend has very definitely 
continued into 1935 as may be seen 
from the fact that for the first nine months 
of this year refunding capital has ac- 
counted for 94.05% of the total volume 
of public utility financing. 

The analysis herein presented does 
no more than scratch the surface of 
the broad possibilities for statistical 
treatment offered by the extensive com- 
pilations of corporate and governmental 
financing made by the Commercial & 
Financial Chronicle. Further analysis 
would show the comparative trends of 
the volume of financing by long-term 
debt, short-term debt, and by stocks. 
Each of these in turn could be broken 
down into new and refunding capital. 
Studies could also be made by industries, 
such as electric, gas, water and tele- 
phone. The price of new capital as 
well as its volume might also be ex- 
amined, and the relative importance of 
utility financing to that in other fields 
might prove of interest. These and 
similar points are being considered and 
the results of such studies as it may be 
possible to make will be presented upon 
completion, either as regular articles or 
Department studies. The Public Utili- 
ties Department of the Fournal intends 
to keep the present index numbers, and 
such others as may be computed, up 
to date periodically. 





Urban Real Estate Mortgage Delinquency 


By ROY J. BURROUGHS* 


to indicate the practical signifi- 

cance of early and repeated de- 
faults on urban real estate mortgages, 
and to observe particular factors asso- 
ciated with defaulted payments. Ob- 
viously, borrowers must default on their 
payments—i. e., become delinquent— 
before a question of foreclosure may 
arise. Ordinarily, foreclosure is a last 
resort. Hence, a good way to determine 
the probability that certain mortgages 
will or will not be paid at maturity is to 
study tendencies toward, and factors 
related to, delinquency. 

Other things being equal, a lender re- 
ceives a smaller return from loans that 
default from time to time than from 
loans that pay interest and principal 
instalments on time. Delinquency 
necessitates higher collection and ad- 
ministrative burdens and entails an 
implicit interest-cost, i. e., a loss of 
earnings on capital. These are good 
reasons for avoiding loans that are 
likely to become delinquent, or per- 
haps for charging a higher rate to cover 
the added expense involved in such 
loans. 

But the chief reason why a lender de- 
sires to avoid loans which may suffer 
from delinquency is that they may go 
entirely ‘“‘sour”’, and thus necessitate 
foreclosure or other forced adjustment. 
This is expensive. Whether or not 


Te objective of this analysis is 


*Research Assistant to the Chief Real Estate 
Analyst, Low-Cost Housing Division, Federal Housing 
Administration. 

Based on an accepted doctoral! dissertation on file 
with the Graduate School of the University of Michigan. 
Questions as to method are fully treated in the disserta- 
tion. The advice of Professor E. M. Fisher (now Direc- 
tor of the Division of Research and Statistics, Federal 
Housing Administration) in preparation of the disserta- 
tion is gratefully acknowledged. 


heavy losses will occur depends entirely 
upon the going market price for the 
pledged property. But, no matter what 
the market price may be, if a lender can 
forestall delinquency in the payment of 
interest or of instalments on the prin- 
cipal, no foreclosure need be feared. 


The data on which this study is 
based were derived from the experience 
of a Cleveland loan firm. To avoid 
tedium, only a few of the figures ob- 
tained are reported here. Records 
were surveyed for the period 1920-1931. 
Practically all loans studied were first 
mortgages on city real estate, distributed 
as to use-type as follows: 


Per Cent 


Use-Type 
of Total 


One-family residences 
Two-family residences 
Multi-family residences 
Vacant lots 

Allotments or subdivisions... . 
Commercial 

Industrial 


Churches 


Miscellaneous 


About 15% of these loans were amor- 
tized monthly for a term of about 16 
years. The rest, though for the same 
term, were amortized quarterly. It will 
be shown later that this distinction is 
significant. The prevailing interest rate 
was 6% on unpaid balances. 


The results of a similar, but more recent, study by 
an anonymous writer in which decidedly parallel 
results are reported may be found in the Federal Home 
Loan Bank Review, December, 1934, pp. 79-84. See 
also Lodge, Edgar A., “A Mortgage Analysis, 1906- 
1934,” Home Title Guaranty Co., 1935. 

The Division of Research and Statistics of the Fed- 
eral Housing Administration is now sponsoring a very 
extensive study of mortgage risk. 
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The maximum ratio of the amount of 
loan to appraised value of the property 
which was permitted by the firm in the 
course of its normal lending operations 
was 66%. A few loans of over 66% were 
acquired to protect other equities. As a 
consequence of this limit, no comment 
can be made concerning loans repre- 
senting a larger portion of the appraised 
value of the property. In so far as 
regularity of payment was concerned, 
borrowers with only a 34% equity 
(66% loan) proved no different from 
borrowers with much higher equities in 
their own properties. | However, it 
would seem probable that a borrower 
with an extremely small equity would 
be less willing to make any sacrifice in- 
volved in keeping up his obligations. 
The importance of this question will 
be recognized when it is recalled that 
the National Housing Act makes in- 
surance available for 80% loans and 
that the Banking Act of 1935 authorizes 
national banks to make 80%! loans 
under certain conditions, provided they 
are insured by the Federal Housing 
Administration under the mutual in- 
surance plan. 

In pursuing this study of delinquent 
mortgages 26,500 loans, totaling over 
$170,000,000, were available from which 
to choose a sample. A sample of 6,600 
loans with an estimated value of $42,- 
500,000 was selected at random, and 
from this group the records of 2,472 
cases (face value, about $15,800,000) 
were taken. On one or more occasions, 
these loans had been 30 or more days 
delinquent in payment of either in- 
terest or a principal instalment, or both. 


1Title II, Sec. 208 amends Sec. 24 of the Federal 
Reserve Act so as to permit purchase of insured loans 
without limitation as to ratio of mortgage to appraised 
value. The National Housing Act (H. R. 9620, Title II, 
Sec. 203, (b)-(2)) permits insurance of 80% loans except 
that in the case of insurance for mortgages on large- 
scale housing, known as “Low-Cost Housing”’, insur- 


Delinquency Ever Present 

Business men have commonly con- 
tended that the depression caused de- 
linquent mortgages and that, since 
lenders cannot control the business 
cycle, they are powerless to prevent de- 
linquent mortgages from appearing on 
their books. 

No one will dispute that delinquency 
became a more acute problem as the 
depression continued, but the following 
experience of the Cleveland firm shows 
that delinquent mortgages occurred in 
the best of years: 


Per Cent of 

Mortgages 

Year* with Delin- 
quent Interestt 


Per Cent of 
Mortgages 

Year* with Delin- 
quent Interestt 


* As of July 15. 

+ Delinquent mortgages are defined as those which were 30 
or more days in arrears on either principal or interest pay- 
ments or on both. 


Obviously, the depression years were 
those of greatest delinquency, but the 
striking fact remains that so much de- 
linquency occurred in prosperous years. 
Chart I presents the same information 
concerning delinquency and compares 
it with the trend of business activity. 
It appears that delinquency, though 
chronic, was’ not an acute problem in 
this firm until 1929. Nevertheless, the 
sheriff’s office of Cuyahoga County, in 
which Cleveland is located, reports a 
considerable increase in orders for sale 
following foreclosure as early as 1922, 
with a big increase in 1927.2 The differ- 


ance may be issued up to any portion of the appraised 
value of the property, at the discretion of the Admin- 
istrator (Sec. 207). 

2 Orders for sale were as follows: 


1926—1 ,083 

192I—237 1924— 955 1927—1, 818 

1922—729 1925—1I ,073 1928—2, 472 
(Footnote 2 continued on page $59) 


1920—I7I 1923— 973 
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[CHART E . 
COMPARISON OF GENERAL BUSINESS ACTIVITY WITH MORTGAGE DELINQUENCY 
MONTHS OF JULY 1920 TO 1931¢ 


1 STANOARO UNITS 











*Business Activity figures for the years 1920-21 were esti- 
mated from the AT & T index of general business for the 
United States as a whole, indicated by the dotted line. 
ence between the experience of the co- 
operating firm and of all other lenders, as 
reported by the sheriff, isto be accounted 
for by the more careful choice of loans 
made by the former. Evidently other 
firms suffered from considerable de- 
linquency throughout the _ twenties, 
though the greatest increase occurred 
in the depression years of 1922 and 
1929-32. 

The Building and Subdivision Excess 

Excess construction and excess sub- 
division activity will account for some 
of the mortgage difficulties observed. 
Had the Real Property Inventory been 
undertaken during the twenties, much 
light would have been shed on the 
situation. As it is, no reliable data on 
this subject are available to the public. 
Hearsay evidence is to the effect that 
the Cleveland area, like many similar 
metropolitan communities, had made 
up its war-time housing shortage by 
1924 and that thereafter a surplus oc- 
curred. The peak construction year 
was 1925, though not until 1929 was 

(Footnote 2 Continued from page 358) 
1929—2,809 1931—2,942  1933—1,767 
1930—2,861 1932—3,036 

It has been pointed out that the 1921-22 increase 
was over 300% whereas the 1926-27 increase was less 
than 75%; nevertheless, the absolute amounts of the 


latter period are far greater and probably represent a 
considerably greater portion of outstanding mortgages. 
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there a drastic and permanent decline. 
The lending firm under consideration in- 
creased its loan portfolio at approxi- 
mately the same rate as construction 
increased. It is therefore subject to 
criticism as being partially responsible 
for excess building of certain use-types 
and thus for wasting social capital which 
might have been used more effectively 
elsewhere, as, for instance, in low-cost 
housing. In any event, one may sup- 
pose that a building surplus would 
cause the default of certain loans. 
While data concerning the building 
surplus are not available, some facts 
concerning the surplus of subdivided 
lots do exist. It has been estimated 


that in 1920 there were 120,000 vacant 
lots in the Cleveland metropolitan area. 
During the decade 1920-30 only 65,000 
lots were utilized by new construction. 
Yet, despite the excess supply, 110,000 
new lots were platted during these ‘10 


years. In 1926 nearly three lots were 
platted for each new family in the com- 
munity, although 25 lots for each new 
family already were available at that 
time. If no more platting occurs, and 
if lots are utilized at the average rate 
which prevailed during the past decade 
—i. e., 6,500 per year—it will be 1955 
before all lots are put to use. Chart II 
illustrates this situation. 

Undoubtedly, the unbalanced sub- 
division situation was an element in 
causing delinquency of loans on this 
type of property. | However, only 
3.60% of the loans of the firm studied 
were secured by subdivision mortgages. 
While in 1928 and 1929 several sub- 
division defaults involving large amounts 
of interest occurred, they did not 


3 “Real Property Inventory of the Cleveland Metro- 
politan District,”” Committee on Real Property In- 
ventory, 1933. 

4 Report, Division of Housing of United States 
Department of Commerce; also “Real Property In- 
ventory of Cleveland Metropolitan District.” 
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appreciably affect the number of in- 
dividual cases. 


Delinquency First Apparent Early 


Regardless of the business situation 
and regardless of the construction or 
subdivision situation, year after year 
we find that a very large proportion of 
the loans with delinquent interest had 
been delinquent in either principal or 
interest during the first three years of 
their life. The reader will recall that 
amortization was 6% annually and that 
about 16 years were required for repay- 
ment. Hence, despite the rapid growth 
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of the loan portfolio during the early 
twenties, the large number of older 
loans caused the average loan age to be 
substantially over three years. 


Chart III shows, by years, the extent 
to which loans that were delinquent in 
interest payments had been delinquent 
as to either principal or interest during 
the first three years of their life. While, 
during the years of expanding portfolio 
prior to 1930, from 41.07 to 61.54% of 
the loans with delinquent interest were 
then in the first three years of their life, 
in 1930 only 23.96% and in 1931 only 
9.28% of the delinquent loans were 
under three years of age. However, 
85% of all loans with delinquent inter- 
est in July, 1930, had been delinquent 





[CHART IIL 
CLASSIFICATION OF LOANS WITH DELINQUENT INTEREST 
BY YEARS, ACCORDING TO AGE AND PRIOR DELINQUENCY 
OF EITHER PRINCIPAL OR INTEREST 
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in either principal or interest during the 
first three years of their life. In 1931, 
75% of the delinquents fell in the class 
of those having prior early delinquency. 
Eliminating the loans whose age was 
unknown, only 19% of all loans over 
three years of age and delinquent in 
interest in 1931 had not been delinquent 
in the first three years of life. 
Turning from the year-to-year evi- 
dence to the total sample, one observes 
that, out of 2,005 loans that had been 
delinquent in either principal or interest 
for a period of 30 days or more at any 
time between 1920 and 1931, 1,538 
(76.71%) had been delinquent for the 
first time prior to becoming three years 
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of age. Moreover, Chart IV shows that, 
of all the loans which were ever to be- 
come delinquent, 44.64% defaulted in 
their first year of life; 21.10% became 
delinquent for the first time during 
their second year of life; and 10.97% 
during the third year. It is thus evident 
that, so far as this Cleveland firm was 
concerned, if a loan was ever to become 
delinquent, it stood three chances out of 
four of giving fair warning during its 
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first three years of life. The significance 
of this observation will receive atten- 
tion in the following section. 


Delinquents Are Repeaters 


It has been demonstrated that, if 
delinquency is to appear at all, it will 
probably first become evident in the 
initial three years of the life of the 
mortgage. It is now to be noted that the 
chances are nine out of ten that a loan, 
once in default, will be in arrears again. 

Of 1,129 mortgages which had once 
been delinquent in principal, 93% were 
again delinquent in amortization pay- 
ments one or more times. Over % of 
these mortgages that defaulted in prin- 
cipal payments also were delinquent as 
to interest at the same or at some later 
July 15 quarterly-payment period; and 
undoubtedly many others were de- 


linquent at other quarterly-payment 
periods. Since a borrower was en- 
couraged to pay his interest even though 
he was unable to maintain the principal 
instalments, only 18.6% of the cases 
were delinquent in both principal and 
interest at the time of initial delin- 
quency. Interest delinquency ordinarily 
appeared at some later date, perhaps as 
savings were used up or as salary cuts 
or increasing unemployment further 
reduced the mortgagors’ paying ability. 
Or may it be that previous defaults in 
one obligation make a borrower callous 
to the claims of another? 

Concerning interest defaults only, 
54% of the cases of delinquent interest 
were again delinquent as to interest on 
some July 15 payment date. If such 
a large number were again delinquent 
at the time of one quarterly payment, 
how many more were delinquent at 
other quarterly dates! 

Generalization based on such scanty 
data is dangerous, but, if it can be 
assumed that 34 of all loans which are 
ever to become delinquent will do so in 
the initial three-year period, and that a 
loan once in arrears is almost certain to 
default again, then it behooves mortgage 
lenders either to avoid loans which seem 
likely to become delinquent or else to 
charge a rate sufficient to take account 
of the increased cost and risk attached 
to such loans. 

Some firms may find it advisable to 
avoid potential cases of delinquency 
entirely. Of course, such great conserva- 
tism must be paid for with lower rate 
charges. When the present emergency 
has passed, the Federal Home Loan 
Bank System might consider limiting 
its portfolio to loans of more than three 
years’ standing without prior delin- 
quency. Before such a policy could be 
considered, it would be necessary to 
determine how many loans could so 
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qualify. Judging from the sample, the 
Cleveland firm could have qualified 
almost 4% its loans (44.5%) in July, 
1931. A random sample of loans which 
this firm had at one time carried, but 
which were no longer on the books, 
revealed that 80.4% would have so 
qualified. Were the Federal Home Loan 
Bank System so to limit itself to sea- 
soned, unblemished loans, it would 
keep its strength available for any 
emergency. More important still, it 
could attract a great volume of funds 
and float its debentures at a very low 
rate of interest. If the funds attracted 
were passed back through money-lend- 
ers to money-users, they would con- 
stitute a boon to the construction in- 
dustry. 


Not only the Federal Home Loan 
Bank System may avoid most of its 
delinquency by proper policies of selec- 
tion; any bank, insurance company, or 
other lender, which refinances building 
and loan or other mortgages after the 
owners’ equity in such mortgages has 
been increased to the required level, 
may do the same thing. 


The chief executive of the firm which 
supplied the data for this study made 
the following comment in this connec- 
tion: 


“I was quite impressed with the state- 
ment that if a mortgage did not become de- 
linquent in the first three years of its life, 
it would probably continue on to maturity 
in a way that would be entirely satisfactory 
to the lender. I feel that a real test should 
be made to determine the accuracy of this 
statement, and if it should be found that it 
is correct, we should apply this test in the 
future to all our new mortgages. In other 
words, if the borrower becomes delinquent 
in the first two or three years, it ought to 
be a red flag to us that the loan is headed for 
ultimate foreclosure, and pressure should 
immediately be applied to have the loan 
refinanced elsewhere or foreclosed immedi- 
ately in order to minimize losses which 
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would surely increase if it should continue 
on our books.” 


Perhaps this statement is a bit 
strong, for mere delinquency does not 
necessarily presage foreclosure. Many 
people will pay eventually, even though 
slowly. Furthermore, delinquency does 
not necessarily mean more than in- 
creased collection expenses. But the 
lender quoted did not want to take a 
chance. Half of his loans were obtained 
from refinancing. Had his firm followed 
exclusively a refinancing business, and 
had it restricted itself to seasoned, un- 
blemished loans, it would have reduced 
its defaults in 1931 to about % of what 
actually prevailed. In no year prior to 
1932 did delinquency of seasoned loans 
without prior default constitute a ser- 
ious problem. After 1932, though no 
quantitative evidence is available, it is 
reported that a material increase in de- 
linquency did occur among the older 
loans which had not formerly defaulted. 
But, of course, the conditions in that 
year were without parallel. 

Rather than avoiding slow loans en- 
tirely, most firms will want to service 
all loans that come within reasonable 
limits of tolerance, but they will want 
to charge according to servicing costs 
and risks. Servicing costs are high for 
slow-pay cases. Risk of ultimate fore- 
closure is also heightened. Moreover, 
loss of interest earnings on delayed 
revenue is a factor. There must be ex- 
tensive study of these problems before 
one can determine how much additional 
should be charged in such cases. 

The policy of retaining slow loans but 
of charging a higher rate is probably a 
desirable one for building and loan 
associations. It would be unfortunate 
were all associations to announce the 
policy which was adopted by a certain 
Michigan association after it heard the 
results of this study. This association 
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planned to force delinquent cases off 
its books as soon as they appeared. It 
should be realized that various legiti- 
mate reasons for irregular payment may 
exist and that, when these reasons are 
operative, probability of final fulfill- 
ment of the contract is not reduced. 


Factors Related to the Mortgaged Property 


The practical significance of tend- 
encies toward delinquency having been 
sketched, the next task is to observe 
particular factors associated with de- 
faulted payments. This task can in no 
wise be completed. Not all the informa- 
tion gained in this study can be set forth 
within the limits of this article, and, 
moreover, a very broad field of inquiry 
still remains to be investigated. 

In an attempt to determine some of 
the significant elements relating to a 
mortgaged property that might cause, 
or in any way be associated with, 


mortgage default, the following items 
were examined: use-type, location, age 
of the property, and size of loan. 


“Use-type” means the classification 
of real property according to the use to 
which it is put. There is a wide varia- 
tion from time to time and from com- 
munity to community in the adjustment 
of the supply of particular use-types to 
the demand for them. This variation 
to some extent causes a variation in the 
ability or desire of mortgagors to main- 
tain their payments. As Chart V reveals, 
during the period 1920-31 the Cleveland 
firm found loans on multi-family struc- 
tures to be exceedingly favorable, and 
loanson vacant lots orsubdivisions (called 
“allotments’”) to be very undesirable. 
The result of excess subdividing is ob- 
vious. The trend toward apartment 
dwellings during the period resulted in 


5Some people, for example, receive income at 
irregular intervals. Yet their total income may be 
substantial. 
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regular earnings of such properties and 
thus contributed to their favorable loan 
records. The one- and _ two-family 
dwellings had slightly less than their 
proportionate share of delinquency. The 
cases of commercial, industrial, farm, 





CHART V 
RELATION OF USE-TYPES TO DELINQUENCY 
ALL LOANS 
USE-TYPES 


ONE-FAMILY 
RESIDENCES 
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RESIDENCES 


MULTI-FAMILY 
RESIDENCES 


LOTS 
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* COMMERCIAL 

* INDUSTRIAL 

* FARMS 

* CHURCHES 

® MISCELLANEOUS 


EXPRESSED AS RATIOS OF PERCENTAGE OF DELINQUENTS IN EACH 
CLASS TO PERCENTAGE OF TOTAL SAMPLE IN EACH CLASS. 











*These results are not acceptable because of the limited 
number of cases. 


church, and miscellaneous loans were 
too few in number to warrant any ob- 
servations concerning them. 

The point to be emphasized in this 
connection is the necessity for a careful 
study of supply and demand conditions 
respecting each use-type in each com- 
munity whenever a loan is being con- 
sidered. In the past, this information 
has not been available or has not been 
sufficiently available to most lenders. 

Not only is it important to determine 
the kind of property on which to make 
a loan, but equally important is the 
decision as to where the particular use- 
types should be located in order to war- 
rant a loan. Money-lenders have long 
recognized the significance of location 


6 According to the Real Property Inventory of Cleve- 
land, this favorable record did not continue during the 
depression. Presumably top-heavy finencial structures 
caused many difficulties, though otherwise the projects 
may have been economically sound. 
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as a factor, and some have been quite 
rigid in adhering to certain standards, 
but heretofore they have been con- 
cerned more with the effect of location 
on appreciation or depreciation of prop- 
erty value than with its effect on mort- 
gage default. Although the two prob- 
lems are obviously related, since de- 
clining values will cause borrowers to 
lose heart and be less inclined to pay, 
while appreciating values encourage re- 
tention of the pledged property, never- 
theless certain elements related to loca- 
tion seem to be definitely associated 
with delinquency. This does not mean 
that such association necessarily indi- 
cates causal relationship. The related 
variables may be derived from some 
mutual cause. But the particular ele- 
ment of location, even though not a 
cause, may signalize something more 
fundamental and thus serve as a guide 
to the lender. 

The locational elements examined in 
this study were: competitive replace- 
ment of the use-type, qualitative and 
quantitative changes of population, fam- 
ily rental rates, and street car and 
motor bus facilities. 


The subject of competitive replace- 
ment of prevailing use-types may well 
be presented in conjunction with that of 
qualitative and quantitative change of 
population. As common sense would 
show, when higher economic uses or 
groups come to dominate an area, de- 
linquency is reduced; when lower eco- 
nomic uses or groups prevail, delin- 
quency is increased. A mere increase or 
decrease of population, without changes 
in the economic classes or real estate 
use-types involved, is not, in itself, of 
any moment. 

The literature of urban land eco- 
nomics and of human ecology is full of 
descriptions of the functional change 
from the center outward that occurs in 
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any dynamic urban area. It is commonly 
known that the areas of greatest popu- 
lation density are driven and drawn 
outward by the impact of higher real 
estate use-types at the city center and 
by the relatively greater desirability of 
more distant residential areas. The 
concrete application of this general 
knowledge to the case in hand proved 
interesting. 

The invasion of the residential district 
by industrial and high-class commercial 
use- types, which immediately | sur- 
rounded the urban center of pyramided 
land values, was associated with a low 
degree of mortgage delinquency for the 
remaining residential properties. Of 
course, such an invasion reduced the 
population of the area by crowding it 
out, and, furthermore, it put a blight 
on the remaining residential locations. 
Nevertheless, the remaining residential 
properties gained in speculative value, 
and consequently even residential mort- 
gages within the area were well main- 
tained. 

The case in which a declining popula- 
tion was associated either with the in- 
vasion of low-class commercial types, 
such as second-hand stores and pawn 
shops, in the close-in residential district, 
or merely with the deterioration of pre- 
vailing residential types, was marked 
by an increase of delinquency in resi- 
dential loans. The earning power of the 
land in the district evidently had de- 
clined. However, onecould probably find 
somewhat similar areas, more nearly of 
the tenement type, in which earning 
power was well maintained because of 
population stability or increase. No such 
cases were observed in this study. 

Arranged outward from the metro- 
politan core, one finds areas of increasing 
population density. In every observed 
instance, the concentration was such as 
to permit the maintenance of a homo- 
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geneous land use and of a population 
reasonably homogeneous as to race, 
nationality, and economic status. In 
such areas of increasing and homo- 
geneous population, delinquency was 
considerably below that normally ex- 
pected for residence loans. Values and 
property incomes evidently were well 
maintained or even increased. However, 
had the increase of population per acre 
been accompanied by an influx of lower 
economic groups, the results might have 
been different. This would depend, of 
course, on whether property earnings 
per acre increased or decreased. 

More distantly removed from the 
urban center, sometimes on the very 
fringes of urban use, are various sec- 
tions in which population density is low 
but in which it is increasing. Resi- 
dential delinquency proved reasonably 
light wherever the highest economic 
classes were locating in such an area. 
In other cases, considerable variation 
existed. The whole complex of elements 
—income classes, subdivision costs, as- 
sessments, taxation, equities of owners, 
etc.—would require study before sub- 
categories with uniform experience could 
be isolated. 

Some tendency was noted for de- 
linquency to be high in districts of low 
family rental rates, and vice versa. 
However, a wide variation obtained in 
individual cases, and consequently fam- 
ily rentals did not prove to be a sig- 
nificant independent index. But, used 
in conjunction with the other elements 
of location, they are, of course, useful. 
The relation of rentals to the income of 
the occupants of the property would be 
of more significance. For this study, 
such information was not available. 

No consistent relationship was found 
to exist between delinquency and the 
character of street car and motor bus 
facilities. 


Since a large share of the 
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cases were one- and two-family residence 
loans, and since a large proportion of the 
people occupying such residences own 
automobiles, the public transportation 
system evidently did not materially in- 
fluence the result. A study of access- 
ibility to private motor traffic might 
prove more significant. 

The age of the structure at the time 
the Joan was made proved of no signi- 
ficance. 

It is probable that there is a suitable 
size of loan for each use-type in each 
given locality, and for each economic 
class. But the size of the loan, in and 
of itself, proved to be of no significance. 
A study of the relationship of size to the 
other variables mentioned could not be 
undertaken. 


Factors Related to the Borrower 


In the past, lenders have paid more 
attention to the pledged property than 
to the borrower and, as a result, rela- 
tively little information concerning the 
latter has been obtainable. Recently, 
however, the requirements of the Fed- 
eral Housing Administration have forced 
many lenders to focus greater attention 
on the ability and reliability of the 
borrower. 

While property may serve as security 
for a loan, only the ability and willing- 
ness of the borrower to pay can prevent 
mortgage default. Not until after the 
borrower fails to meet his responsibility 
does the property offered as security 
become significant. 

The only factor relating to the bor- 
rower for which this analysis has yielded 
evidence of any association with mort- 
gage delinquency is the factor of marital 
status. Some evidence, though rather 
slight, showed that borrowers who had 
never been married had more than their 
proportionate share of delinquency, 
while married borrowers had approxi- 
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mately their proportionate share. Judg- 
ing from the scanty data available, 
widows appeared more likely to de- 
fault on their mortgage payments than 
did married couples, while widowers had 
less than their proportionate share of 
defaults. 

If these observations should prove to 
be generally true, one would be curious 
as to why the differences exist. The dis- 
crepancy between single borrowers and 
widowers may offer a clue. Widowers 
will average much older than the un- 
married, and some evidence is now being 
accumulated to indicate that men in 
their fifties or sixties are better credit 
risks than men in their twenties and 
thirties.’ Age seems to give reliability, 
even though financial circumstances are 
the same. If this is true, an explanation 
is available for all the observations con- 
cerning the relation of marital status to 
mortgage default except in the case of 
widows. No doubt the lack of earning 
power of most widows is the reason why 
they cannot maintain their mortgages. 

Had the firm studied maintained ade- 
quate information concerning its bor- 
rowers, such as age, income, occupation, 
credit rating, personal habits, budget, 
life insurance, race, nationality, the 
borrower’s health, and that of family, 
more relationships might have been dis- 
covered. 


Collection Policies of the Lender 


It is of material importance that 
lenders recognize the following dilemma: 
In order to avoid the costs incident to 
defaulted payments, lenders must incur 
the costs of monthly collection. The 
issue must be faced. The cost account- 
ant must determine which is the least 
expensive method in both the short and 
the long run. Unlike the National 
Housing Act,® which required monthly 
amortization, the Banking Act of 1935° 
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makes monthly amortization permissive 
but does not require it. Lenders “must 
choose.” 

In examining the records of loans 
made by the Cleveland firm, it was re- 
peatedly observed that, when defaulted 
loans were changed from the quarterly 
to the monthly payment basis, they be- 
came loans of good standing in a sur- 
prisingly short time. In fact, the de- 
linquency of loans on a monthly pay- 
ment basis was about ¥% as great as the 
delinquency of loans on a quarterly 
basis despite the fact that the monthly 
group was composed almost entirely of 
previous quarterly defaulters. The 
evidence was overwhelming that month- 
ly payments are more likely to be met 
than those made less frequently. 

The income period and the habits of 
the average borrower are such as to make 
monthly payments easier than any other 
sort. The monthly payment idea is 
spreading across a tremendous number 
of obligation types. Not only have build- 
ing and loan associations and all man- 
ner of instalment sellers exploited the 
idea, but also insurance companies in 
both the industrial and ordinary depart- 
ments are learning to sell contracts 
payable on a monthly basis. Mortgage 
lenders will do well to weigh the matter 
carefully. 


Conclusion 


From the available information, evi- 
dence has been presented to indicate 
that, at least in so far as this Cleveland 
firm was concerned, a substantial pro- 
portion of mortgages on residential 
property were in default all during the 
prosperous twenties and even before 
the construction and subdivision situa- 
tion had become unbalanced. Over 


7 From a source as yet unpublished. 
8H. R. 9620, Title II, Sec. 203, (b)-(4). 
°H. R. 7617, Title II, Sec. 208. 
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34 of all loans that were 30 or more days 
jn arrears at any time were initially so 
during the first three years of their life. 
Furthermore, there were more than nine 
chances out of ten that a defaulted 
borrower would be a repeater. 

A number of factors related to the 
mortgaged property, to the borrower, 
and to the collection policies of the 
lender provide significant clues for fore- 
casting delinquency. 

Future studies of this character by 
business firms or by research scholars 
should explore various elements which 
were not available for this study, such 
as sales value, vacancies, specific rental 
rates, operating expense, income and 
other personal data relative to the bor- 
rower, laws relating to mortgages and 
foreclosure proceedings, zoning restric- 
tions and housing standards, taxation, 
_and assessments. Other problems for 
study, either not examined or inade- 


quately developed in this project, which 
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may prove to have an important bearing 
on mortgage default are: city growth 
patterns, monetary deflation, various 
business cycle series, optimum size of 
loan for a given level of income and 
social stratum, structural and design 
problems, the ratio between earnings of 
residential income properties and the 
“withholdal” or market price of such 
properties, accessibility to automobile 
traffic, and the service policies and inter- 
est charges of lenders. 

Gradual accumulation of knowledge in 
the field of mortgage lending will serve 
lender and borrower alike and foster the 
sound development of mutual mortgage 
insurance as provided by the National 
Housing Act. Lending based on accu- 
rately defined experience can be done for 
a sure profit, and at the same time with 
a lowered cost to the average borrower. 
Finally, further knowledge of investment 
risks will more adequately conserve the 
capital of society. 





II. Air Express Service in the United States 


By WAYNE L. 
| ee last issue of the Yournal car- 


ried the first instalment of this 

study of air express in the United 
States.!8* That part of the study in- 
cluded an analysis of air express traffic 
in terms of kind, number, weight, and 
revenue contribution of commodities 
shipped and a description of air traffic 
movement. 

The next step is to compare air ex- 
press rates with rates of other types 
of service which are or may be com- 
petitive, and then to consider the cost 
of air express service. 

Rate Comparisons at Various Weights 
and Distances, with Time Differentials 


I. Routes Selected and Rates to 
Be Compared 


For this comparison of air express 
rates with rates of potentially competi- 
tive services, three representative routes 
were chosen, all of which are portions 
of a transcontinental trunk line. The 
Chicago to Cleveland route is a short 
one (319 miles), from Chicago to New 
York is one of medium length (724 
miles), and the transcontinental route 
from New York to San Francisco a 
very long one (2,720 miles). It is felt 
that these three routes present a rather 
complete comparison of the rates for 
the various services. The services whose 
rates are here compared are those of 
air express, air mail, railway express, 
and parcel post. All these services are 
concerned with transportation of emer- 
gency shipments, and of highly valued 
cargo. 

Some differences of opinion may exist 
as to the value of comparing the rates 
for these various services. Some feel 


* Former Fellow in Public Utility Economics, Uni- 
versity of Illinois. 


McMILLEN* 


that air express is not at all competing 
with these other services, that air traffic 
is made up of shipments which would 
not move at all were it not for air ex- 
press. While this is very true of a 
portion of air shipments, it seems that 
the services do compete in hauling a 
large portion of the shipments. Hence 
such a comparison seems justified. 


Air express rates vary almost directly 
with distance. Distances are divided 
into sections of 100 miles each, except 
for the first section which is 149 miles. 
The base rate is 4c per pound for each 
100 miles, or 4c per pound for each of 
these sections. The base rate then is 


4c per pound for the first 149 miles 
(measured as a straight line between 
the two points); 8c per pound from 150 


to 250 miles; 12c per pound from 250 
to 350 miles, etc. The maximum base 
rate is 96c per pound for all distances 
over 2,350 miles. For the lower weight 
shipments, “arbitraries” are added to 
the above basic rate. These arbitraries 
start at 92c for one pound up to 149 
miles, then decline at the rate of 4c 
for each 100 miles until they entirely 
disappear at 2,350 miles. Thus a two- 
pound package destined 2,400 miles is 
carried at the base rate of 4c per pound 
per 100 miles with no arbitrary added. 
In the same way these arbitraries de- 
cline as weight increases. Starting at 
g2c for one pound the arbitrary decreases 
at the rate of 4c per pound until it 
disappears at 25 lbs. on a haul up to 
149 miles. It disappears before a weight 
of 25 lbs. is reached on longer hauls, 
until for a distance of 2,400 miles the 
arbitrary disappears at 2 lbs. 


18a 11 Journal of Land & Public Utility Economics 
266-277 (August, 1935). 
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On Chart I is shown the trend of 
rates for all four services for a 6-lb. 
package as distance increases. The 
average air express shipment is 6% lbs. 
While for the 6-lb. package the air 
rate is only 2% times the rail rate on 
very short hauls, yet on long hauls the 
air rate is five times the rail rate. For 
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heavier packages this difference is even 
more pronounced, the air rate ranging 
up to eight times that of railway ex- 


press. There is no classification of rates 
for air express traffic. However, mem- 
bers of the General Air Express system 
are experimenting with some special 
commodity rates on newspapers shipped 
in rather large quantities. Shipping 
these papers by air at these special 
rates increases the price of a newspaper 
on the average, 2c.!° 

On the other hand, railway express 
rates are classified. All goods are in 
the first class except (1) food products 
and beverages which are given a second 


19 Letter from C. P. Ryman, Express Traffic Manager, 
Eastern Air Lines, March, 1935. 

20In computing first and second class rates, the 
United States has been divided into blocks one degree 
square, numbered West to East. Each individual 
block is divided into 16 sub-blocks lettered A to Q. 
In the rate are three factors: an express terminal allow- 
ance, and a rail terminal allowance each of which is 
stationary, and a haulage factor which varies with 
distance. The haulage factor decreases for each block 
for a number of blocks and then remains constant. 
The blocks on the average are 6934 miles in length. 


class rating, (2) certain items listed as 
third class, (3) valuables moving sub- 
ject to money classification, (4) goods 
covered by commodity tariffs, and (5) 
goods of high value or large bulk com- 
pared with weight moving under a mul- 
tiple of first class rates.?° 

Air mail rates are computed at a 
straight rate of six cents per ounce and 
do not vary with distance. 

In computing parcel post rates the 
country is divided into zones according 
to distance from the shipping point. 
Beyond the local zone, zones are num- 
bered from one to eight.”! 


2. The Comparison 


Chicago-Cleveland Route. The Chicago- 
Cleveland route is 319 miles by air 
and 340.2 miles by rail. Comparison 
of air express, air mail, railway express, 
and parcel post rates at various weights 
is shown for this route in Table XIV 
and on Chart II.” As the figure shows, 
the rates for air mail shipments of mer- 
chandise are almost prohibitive above 
two pounds for such a short distance. 
There is no air parcel post system and 
classification under air mail means ship- 
ment in the same class as air mail letters. 
However, it can be readily seen that 
up to one pound the air mail service 
is less expensive than air express. It 
will be remembered that over 14 of air 
express shipments weigh less than one 
pound. However, air express ground 
service is speedier than that of air mail. 


21 The first and second zones include distances from 
I to 150 miles; the third from 151 to 300 miles; the 
fourth from 301 to 600 miles; the fifth from 601 to 
1000 miles; the sixth from 1001 to 1400 miles; the 
seventh from 1401 to 1800 miles; and the eighth in- 
cludes all distances over 1800 miles. 

The rate includes a constant and a variable, which 
varies with distance. Both vary with an increase in 
weight. Parcel post rates increase with distance only 
at the beginning of each zone, and remain constant 
for that zone. 

2 Taken directly from the rate books of R.E.A. 
and the Post Office Department. 
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As soon as the air express package 
arrives at the port of destination it is 
delivered, while air mail waits for the 
postman to deliver it in the same manner 
as other first class mail is handled. The 
converse is true of collections. 
(oar 
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In Table XIV (Part B) are shown 
the ton-mile rates for these services on 
shipments of various weights. In all 
except air mail the ton-mile rate for 
light weight shipments is very high and 
declines till it strikes a constant ton- 
mile charge. This is because of the 
arbitraries placed on the lighter ship- 
ments so they will pay their propor- 


23 It was shown earlier in this discussion, as distance 
increases the spread between air and rail rates in- 


tionate share of ground costs. Part C 
of Table XIV shows the ratio of the rail 
rate to the air express rate for various 
weights. As weight increases the rela- 
tive spread between air and rail express 
rates increases. While light shipments 
are hauled by air at a rate of slightly 
over twice rail express rates, the heavier 
shipments must pay a rate over five 
times the rail rates.” 

The Chicago-New York Route. Table 
XV presents for the Chicago-New York 
route the same data as were contained 
in Table XIV for the Chicago-Cleveland 
route. Chart III presents in graphic 
form the data from parts A and B of 
Table XV. 

While the air express ton-mile rate on 
the longer Chicago-New York route is 
higher than on the Chicago-Cleveland 
trip for packages of over 25 lbs., yet 
the opposite is true of the rail express 
rate. On light shipments the air rate 
is about twice the rail rate but, as 
weight increases, the ratio increases un- 
til shipments of 100 Ibs. must pay an 
air rate of 734 times the rail rate. On 
this route rates on shipments over 16 
creases. Thus with either an increase in distance or 


an increase in weight, the air rate increases from about 
2 to from 5 to 8 times rail rates. 


TaB_Le XIV. Rate Comparison on Cu1caGo-CLEVELAND Route For Various WEIGHTS* 








Number of Pounds 





16 20 30 








B. Ton-Mile 
Rate 


Air Express - 
Air Mail___- 
Railway 
Express__. 
Parcel ‘Post. 





C. Ratio of 
Air Express 
to Rail Ez- 
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*Source: Tariff schedules of the various servi 


t On short distances the air mail rate is so nent for shipments that there is little use for comparison. 


no shipments over 70 lbs. 


Parcel post accepts 
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Taste XV. Rate Comparison on Cu1caco-New York Route For Various WEIGHTS* 








Number of Pounds 





16 








B. Ton-Mile 
Rate. 

Air Express - 

Air Mail... - 

Railway 


Pp 
Parcel Post; - 





C. Ratio of 
Air to Rail 
































Ezpress Rates 21 2.6 ; 3.2] 241 3.61 3.91 4.21 4.5 
































*Sources: Tariff schedules of the various services. 


lbs. in weight are lower by railway 
express than by parcel post. This is 
not true of very long hauls or rather 
short ones but is true of the medium 
and sai = hauls. 





CHART Jit a 
RATE AND TON-MILE RATE COMPARISON age Sy WEIGHTS 
RATE ON THE CHICAGO-NEW YORK UTE 

$18) 





AIR MAIL 


AIR MAIL TON-MILE 





AIR EXPRESS 


AIR EXPRESS TON-MILE 





-\ 

" PARCEL POST TON-MILE 
4 Mama EXPRESS TON-MILE 
} SS 


= at oS sa a 


panway EXPRESS 














4 8 











New York-San Francisco Route. Table 
XVI presents data for the New York- 
San Francisco route similar to those in 
Table XV. Chart IV shows the same 
data in graphic form. 

On the Chicago-San Francisco route 
the air mail rate is not so much higher 
than that of air express as was true on 
the shorter routes. On the transconti- 
nental route from Atlantic to Pacific it 
is interesting to note that for shipments 
of 2 lbs. or more the air express and air 
mail rates are exactly the same. While 


rail express becomes less expensive than 


parcel post with weights 30 lbs. or more 
from San Francisco to Chicago, this is 
not true on the transcontinental route. 
For both the latter routes air rates on 
very light shipments are less than twice 
rail rates and increase gradually with 
the weight until on the former route 
the air rate is eight times the mail rate 
and on the latter is 734 times railway 
rates. The ratio of air to rail express 
rate is less for all weights on the longer 
of these two routes because, while the 
rail rate increases gradually with dis- 
tance, the air rate remains constant 
above 2,350 miles. This tends to reduce 
the ratio between them on the 2,700- 
mile route. 

Noticeable, too, is the fact that on 
the longer hauls, as the ton-mile rate 
decreases with weight, the weight at 
which this rate becomes constant is far 
less than on shorter routes. For in- 
stance, on the Cleveland-Chicago route 
the ton-mile air express rate becomes 
constant at 75c when a weight of 30 
Ibs. is reached; on the Chicago-New 
York trip the constant rate of 77c is 
reached at 20 lbs.; and on the 2,700 
mile trip the constant rate of 7ICc is 
reached at 2 lbs. The ton-mile rate on 
this latter route is less than that on 
the shorter Chicago-San Francisco trip 
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Tasie XVI. Rate CompaRISON ON THE NEw YorkK-SAN Francisco Rovute* 








Number of Pounds 





Type of 
Service 


20 





A, Rate 

Air Express - 

i Mail 
Rail Express; 

(1st Class). 

Parcel Post. 








B. Ton-Mile 
Rate 


Air Express . 
Air Mail... 
Rail Express 
Parcel Post. 





























Express Rate 






































* Source: Tariff schedules of the various services. 


because rates on air express do not in- 
crease with distances above 2,350 miles. 
The ton-mile rate on air mail is con- 
stant at any weight. That of railway 
express becomes constant at much heav- 
ier weights than is the case with air ex- 
press, and at somewhat heavier weights 
than that of the parcel post system. 





HE NEW YORK-SAN FRANCISCO ROUT! 





CHART 1V 
RATE AND = -MILE RATE COMPARISON FOR \amous WEIGHTS 
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Time Differentials 

About the only important disadvan- 
tage in the use of air express is its high 
cost. It was pointed out that air ex- 
press rates range from two to eight 
times railway express rates. To offset 
this disadvantage the air line offers 
much greater speed. 

Table XVII presents a comparison 
between air and rail time on the routes 
discussed here. Only the actual run- 


“J. S. Gorby, A.E.R., March 11, 1935. 


ning time is considered in the first two 
columns. Additional time has been 
added for pick-up and delivery, and 
for the trip to and from the airport or 
the railway station in the next two 
columns. 

The time allowed for pick-up and de- 
livery and to and from the station is 
an arbitrary amount. Time of pick-up 
and delivery is based on an estimate™ 
of % hour for pick-up and ¥% hour for 
delivery for air express and two hours 
for each in the case of railway express. 
These estimates apply, also, only to 
general business districts of metropoli- 
tan areas. To these estimates are added 
a one-hour allowance for transportation 
to and from the airport or railway sta- 
tion. This allowance is not high enough 
in some cities and is too high in others. 

On the route from Chicago to San 
Francisco the air rate on medium and 
heavy shipments is nearly 8 times that 
of rail while the rail time is five times 
the air time.* Clearly, about the only 
shipments which will be made are those 
where the shipper must sacrifice almost 
every other requirement of transporta- 
tion to that of speed. On the shorter 
routes the advantage of air express is 
not so great. While on the two longer 
routes here considered, rail time is more 


% Table XVII, infra. 
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TABLE XVII. ComPARISON OF AIR AND Ral TIME ON THE Four REPRESENTATIVE Routes* 
(In Hours) 








Rail Timef | Air Time 


Ratio of 
Rail Time 


: to 
Air Time 


Air Time 
with Pick-up 
and Delivery 


Rail Time 
with Pick-up 
and Delivery 
Time Added 


Differ- 
ential 





7% 2% 
1734 5 
84%4 15 

10734 19 


Chicago-Cleveland 

New York-Chicago 
Chicago-San Francisco 
New York-San Francisco... 











Time Added 
12% 


4% 
2334 7 
89% 17 
11234 21 


8 
1634 
72% 
9134 














* The table assumes that shipment is posted at latest possible moment to catch the plane or train. 


¢J. S. Gorby, R.E.A. Letter, March, 1935. 


than five times air time, on the shorter 
routes it is about three times air time. 
Even this latter advantage is not as 
great as it may seem. As most air 
express requires no faster service than 
overnight delivery, then the relative 
importance of air express decreases with 
the shorter distances. 


Limitations Which Present Rates Impose 
on Air Express 


As was mentioned above, air express 
will seldom be used except where time 
is a many times more important con- 
sideration than cost of transportation. 
But, in the movement of most mer- 
chandise, cost is nearly always by far 
the most important consideration.” 

Unlike any other mode of transport- 
ing merchandise, there is no range of 
weight or distance where air express is 
cheaper than any other agency. This 
is not true of railway express as freight 
rates are based on shipments of I00 
lbs. or more; the freight rate for a rather 
light shipment is often higher than the 
much faster carriage by rail express. 
This is often true of shipments up to 
50 lbs., while for weights up to 25 lbs. 
parcel post is likely to be cheaper than 
railway express, depending on the dis- 
tance.?” Each agency except air express 
has a range of weight and distance 


2. E. Muntwyler, Traffic Manager, Montgomery 
Ward & Co., Interview, February, 1935—‘‘Cost is 
predominant in 99% of the cases.” : 


where its cost is less than other com- 
petitive agencies. For this reason air 
express with its present rates can never 
appeal as a means of saving transpor- 
tation cost but only as a means of sav- 
ing time and perhaps thus indirectly 
saving money. 

Present air rates impose two limita- 
tions on the service. The service is 
limited to (a) a very few kinds of arti- 
cles, and (b) certain unusual conditions 
under which other commodities are 
shipped. In other words, because of 
the very high rates, only seven items 
comprise over 34 the volume of traffic, 
and the other 350 or more items which 
comprise the other % are, except for 
a few exceptions, shipped only because 
of unusual conditions, generally emer- 
gencies, where cost of transportation is 
of little importance in comparison with 
the speed of air express. This does not 
mean that air express traffic cannot in- 
crease with the present rates. In fact, 
it is increasing rapidly. But before the 
volume can become very important to 
the airlines it seems that rates must 
be drastically reduced. 


Costs of Air Express Service 
I. Allocation of Air Transport Costs 
among Passenger, Mail, and Ex- 
press Services 
The cost of air transportation may 
be divided into (a) ground expenses and 


27 Tbid. 
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(b) flying expenses.?® Ground expenses 
include the airport and airway expenses 
which the operator must pay, deprecia- 
tion and maintenance of hangars and 
other buildings, tools and communica- 
tion equipment, selling, administrative 
and other overhead expense, and salar- 
ies of all ground personnel, except em- 
ployees working on the maintenance of 
flying equipment. Flying expenses in- 
clude all those costs connected directly 
with flying the equipment, such as com- 
pensation of flying personnel,”® fuel 
and oil, maintenance of flying equip- 
ment, flight insurance, etc. Unlike the 
railroad which must furnish its own 
roadbed, the airway may be compared 
to the highway or waterway, which 
anyone may use. In this study the 
term “air transportation cost” will be 
considered as that cost which the air- 
line must bear in conducting its busi- 
ness, i. e., ground and flying costs, 
ignoring those airway and airport ex- 
penses which the operator does not pay. 

A number of factors cause air trans- 
portation costs to vary. Naturally, im- 
provements in the art of flying cause 
costs to change from time to time. 
At any given time costs will vary with the 
proficiency of the management, with the 
terrain, and with the type of weather 
conditions found in various parts of the 
country. As a rule, flight across moun- 
tainous country is more expensive than 
that across smooth and level land. 
Where the weather is warm and clear, 
costs are generally less. Over any given 
route, unit costs vary with the season, 
generally being considerably higher dur- 
ing winter months, mainly because of 
lighter traffic. 

As previously mentioned, air trans- 
portation costs can be conveniently 
divided into (a) flying and (b) ground 


28 Comparable to “fixed” and “variable’’ costs. 
29 Such as the hourly and mileage rates. This, how- 


costs. “Flying” costs may be compared 
to what are known as “direct” or 
“variable” costs, while “ground” costs 
may be compared to “fixed” or “‘over- 
head” costs. An added schedule means 
very little added ground cost but in- 
creases flying cost. However, the fac- 
tors which affect costs most on any 
given route at any given time are: 
(1) the type of equipment used, and 
(2) the number of schedules flown. The 
first item influences the fying costs per 
mile, the number of engines and their 
horsepower having a bearing on fuel 
and motor overhaul costs, while air- 
plane maintenance and overhaul de- 
pend on size and type of construction 
of the planes. The original cost or in- 
vestment in the plane affects deprecia- 
tion and insurance costs. The speed of 
the plane has an influence on practically 
all flying costs, for most flying costs 
depend somewhat on the hours flown. 
Thus the more mileage covered per 
hour, the less the cost per mile. The 
ground expenses, or overhead, decrease 
per mile almost in proportion to the 
schedules operated.*® Consequently, an 
added schedule increases total ground 
expenses very little. 

Because these ground costs remain 
relatively constant regardless of the 
number of schedules flown, the business 
is one of decreasing costs. In the long 
run, of course, all costs tend to become 
variable costs, and in increasing the 
number of schedules there comes a time 
when ground facilities are overtaxed. 
However, this situation is in the distant 
future for airlines. One of their greatest 
problems at present lies in their unused 
capacities. 

When these things are true of a busi- 


ever, is not true of the base pay which is a minor part 
of the pilot’s compensation. 
30 Alvin P. Adams, “Costs,” Aviation, November, 


1934, Pp. 358. 
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ness, that business generally bases its 
rate or price vot on a strict allocation of 
costs, but on what the traffic will bear. 
Certainly the actual cost of transport- 
ing 200 lbs. of mail is much less than 
that of a passenger, yet surely no line 
would consider charging the passenger 
as much as it received for hauling an 
equal weight of air mail. If it did, its 
life would be short. In the same way, 
most merchandise will not stand the 
rate which passengers pay. The value 
of cost allocation for rate-making pur- 
poses may thus well be questioned. At 
bestit isarbitrary, and often of little help 
in determining rates. The important 
consideration is the building of a rate 
structure such that rates on the various 
services will bring in enough total rev- 
enue to more than cover total costs as 
a lower limit. 

The Post Office Department suggested 
an allocation of air line costs among the 
various services on the basis either of 
space occupied or weight® of each type 
of cargo hauled. Inasmuch as, in air 
transport, weight rather than space 
occupied is almost always the limiting 
factor, it seems that the more scientific 
basis for allocation of costs of airlines is 
weight of the types of cargo hauled. 
But this does not mean that rates on the 
various services should be based on 
such allocation. In fact, later pages of 
this study will show that increased ex- 
press traffic would be profitable to the 
airline, even though it can bear no such 
rate as that based on this allocation 
would dictate. 

2. The Cost with Present. Equipment: (a) 

When Offered in Conjunction with Pas- 

senger and Mail Service, and (b) with 
Exclusive Express Schedules 

The greater part of air traffic in the 

31 Unlike other transport agencies, air transportation 
began for the purpose of carrying mail, with passenger 


traffic as a by-product. 
® Brief before I. C. C., Air Mail Docket No. 1. 
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United States is carried in bi-motored, 
low-winged monoplanes such as the 
Boeing 247 transport plane, the Douglas 
airliner, and the Lockheed Electra. 
For the most part they have replaced 
the single- and tri-motored planes of a 
few years ago. The cruising speed of 
these planes is between 170 and 200 
miles per hour and they offer 18-hour 
service from New York to the Pacific 
Coast. From eight to fourteen pas- 
sengers and several hundred pounds of 
air mail and express can be hauled on 
each trip. 

It is difficult to generalize on the cost 
of air transport. Nevertheless, by tak- 
ing the total amount of all operating 
expenses on all routes for ali companies 
(including all types of aircraft) and 
dividing by the number of miles flown 
on all routes from May through July, 
1934, one finds that the composite total 
operating cost of all lines was 50.7¢ per 
mile. But this figure is of little value in 
estimating the cost of air express, for 
the ships vary so widely in capacity 
that it is impossible from these data to 
estimate ton-mile or pound-mile costs. 
Inasmuch as on a single route one com- 
pany may use various types of equip- 
ment, the per-mile operating cost of 
the route contributes little to the solu- 
tion. 

However, on Air Mail Route 1 from 
New York to San Francisco, the Boeing 
247 plane was used exclusively. The 
same is true of Routes 11 and 12. On 
Route 1 the total operating expenses 
were about 54c per mile; on Route 11, 
51.3c; and on Route 12, 49%c.* But 
in July, 1934 about 16.8% of all expenses 
were those attributable exclusively to 


3U, S. Post Office Department—Exhibit No. 25 
before I. C. C., Air Mail Docket No. 1. Winter unit 
costs are somewhat higher because of lighter traffic. 

4U. A. L., Brief before I. C. C., Appendix A—Cal- 
culated from data. Thus a cost of about 45c per mile is 
obtained if exclusively passenger costs are eliminated. 
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the transportation of passengers.** The 
authorized payload capacity of this 
Boeing plane is 2,400 lbs. or 1.2 tons.® 
By stripping the plane for use as a 
cargo ship the payload is about 3,000 
lbs.*° Thus the ton-mile cost of trans- 
porting cargo in these modern Boeing 
planes on these routes is from 28% to 
30c. But this assumes regular loads of 
100% capacity which, of course, cannot 
be expected. Assuming loads through- 
out the year of 50% capacity, the ton- 
mile cost is found to be from 57 to 6o0c 
or 2.8 to 3.0 c per pound per 100 miies. 
It will be remembered that the present 
basic air express rate is 70 to 80c per 
ton-mile or 4c per pound per 100 miles. 
Thus, present air express rates are 
more than sufficient to cover total 
operating costs, both flying and ground 
costs, over these routes in these modern 
Boeing planes.*’ But it was also pointed 
out that these rates are much too high 
if the express volume is to grow to any 
significant volume. Thus we may con- 
clude that, if all express continues to be 
carried in present aircraft and if it is to 
grow to any significant volume, it cannot 
be expected to pay its full share of all 
costs. 

The actual out-of-pocket cost of 
handling air express traffic under the 
present system, where it is hauled in 
passenger planes along with mail and 
passengers, is little indeed. Express is 
placed in the cargo compartments along 
with the mail. The ground costs of any 
trip go on regardless of whether the 
plane flies and the plane flies whether 
there is any express cargo or not. Thus 
in a sense, as far as express service is 
concerned, a// costs are relatively fixed. 


% United Air Lines, Brief before I. C. C., Air Mail 
Docket No. 1. 

% Seats, blankets, toilet, stewardess, and one pilot 
weigh about 600 Ibs. (Mr. Hal E. Nourse, Statistician, 
U. A. L., Interview, January, 1935.) 
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If passenger and mai! revenue covered 
operating expenses, practically every 
cent of express revenue collected would 
go toward increasing profits or decreas- 
ing losses. 

A rate low enough to attract any large 
volume of traffic would necessitate, 
under present conditions, the flying of 
exclusive express schedules and when 
this is done the advantage of a “‘no- 
expense” express traffic is gone. Cost 
immediately goes from nearly nothing 
to at least the cost of operating the 
added schedule. One might argue that, 
in view of this fact, the proper policy 
for the airline would be to lower rates 
just enough to fill, but not more than 
fill, present unused capacity in present 
passenger ships. Were this done, it is 
very likely that the added volume at the 
lower rate would not offset the rate re- 
duction and total revenues would not 
be any greater, if as great. In other 
words, it would possibly take more 
volume than the unused space in present 
passenger planes would allow, in order 
to offset the rate reduction.*® In this 
case the airline would find it advanta- 
geous to carry less express at a higher 
rate. The question now presents itself 
as to the feasibility of adding exclusive 
express schedules. 

Inasmuch as an added schedule would 
cause little or no increase in ground 
cost, it remains to be seen whether the 
traffic would bear that part of the ex- 
penses known as “flying costs.” As the 
added schedule does not increase the 
ground costs, then any revenue which 
is over and above flying costs is the result 
of profitable traffic and may go to de- 
crease the cost of carrying mail and 


37 Cost data are taken from operation in summer 
months. Costs in winter are somewhat higher. Year- 
round average costs of 60c per mile would not change 
the major conclusions of this study. 

38 During the past few months there has been little 
or no unused space on planes flying the major routes. 
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passengers. On air mail Route 1 flying 
costs were about 39% of the ¢ota/ costs 
in July, 1934.9 Applying this ratio to 
the above costs, the flying costs are 
from 22 to 24c per ton-mile or 1.1 to 
1.2c per pound per 100 miles, allowing 
for 50% capacity loads. This would 
permit reduction of rates to less than 
¥% what they are at fresent and at the 
same time flying costs would be covered. 
In a later instalment the question as to 
whether such a rate reduction would 
attract sufficient volume of traffic to be 
profitable to the airline will be dis- 
cussed. 

It is felt that ton-mile costs of operat- 
ing the bi-motored Boeing“ are repre- 
sentative of all bi-motored monoplane 
liners in which most of the present 
traffic moves. 

The question may now be considered 
as to whether exclusive express schedules 
using modern equipment at costs shown 
above, obsolete passenger equipment, or 
specially designed freight planes are 
most economical. 


3. Costs When Using Obsolete Passenger 
Equipment for Exclusive Express 
(or Mail and Express) Schedules 


For years airline officials have con- 
sidered the possibility of flying exclusive 
express schedules between major centers, 
using equipment which, because of 
technological advancements in the sci- 
ence of flying, has become obsolete for 
transporting passengers. However, only 
one attempt at establishing such a 
service has been made," and that failed 
because of lack of sufficient available 
traffic at the rates offered. 

The idea of air freighters appeals to 
the imagination of those interested in 


39 U. A. L., Brief before I. C. C., Air Mail Docket 1, 
Appendix A. 

40 The costs vary from time to time and from route to 
route depending on conditions. Flying costs of the 
Douglas Transport Plane, stripped for express hauling 
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aviation but many practical obstacles 
must be overcome before such service is 
profitable. One of the most difficult of 
these problems is the reduction of costs 
to a point where a rate can be offered 
to shippers which will attract sufficient 
traffic. Another problem lies in educat- 
ing people to use this new and quite 
different service once it is established 
at a sufficiently low rate. 

Much discussion has occurred as to 
whether it is more economical to use 
this obsolete passenger equipment for 
this freight service or to buy new equip- 
ment specially designed for cargo trans- 
portation. Since depreciation of air- 
craft is a rather large item in air trans- 
port expenses and since this obsolete 
equipment is already completely de- 
preciated on the books of the airlines, it 
would seem on first consideration that 
use of this obsolete equipment would 
be more economical. 

Inasmuch as an added schedule causes 
little or no increase in ground costs, the 
rate on air express shipments need be 
just high enough to cover flying costs, 
and inasmuch as the equipment here 
considered is obsolete there need be no 
charges for depreciation. If use of ob- 
solete passenger planes for express is 
possible, a means is provided for utiliz- 
ing this equipment which is otherwise 
useless. 

There are various types of obsolete 
aircraft, practically all either single- or 
tri-motored. Of course, costs per mile 
vary with utilization of equipment but 
below in Table XVIII are shown the 
estimated flying costs (exclusive of de- 
preciation) of six types of obsolete 
planes when rather well utilized, along 
with their approximate useful payloads. 


and with one pilot, are about 30 to 31c per ton-mile 
(or 1.5c per pound per 100 miles), assuming 50% loads. 
41 That of TWA from New York to Kansas City in 


1932. 
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Tas_e XVIII. Esrimatep Fiy1nc Costs, ExctusivE or DepreciaTION, oF Various Types OF OBSOLETE 
AIRCRAFT 








Useful 
Payload 


Type of Aircraft 
(Lbs.) 


Per-Mile 
Flying Cost 


Ton-Mile 
Cost at 
100% 
Capacity 
Loads 


Ton-Mile 
Cost at 
50% 
Capacity 
Loads 


Cents per 
Pound per 
too Miles 
at 50% 
Capacity 
Loads 





3,000 
1,400 
1,700 
4,050 
1,500 
3,000 


Pilgrim Single-Motor* 
Boeing Single-Motort 
Stinson “U” Tri-motor* 
Boeing Tri-Motort 
Stinson “T” Tri-Motor* 
Ford Tri-Motorf 








$0. 406 
0.486 
©.550 
0.286 
0.624 
2.360 


fo. 203 
.170 
- 234 
.290 
- 234 
.270 


$0.203 
0.243 
0.275 
0.143 
0.312 
0.180 


2.03¢ 
2.40c 
2.'70C 
1.40C 
3.10¢ 
1.80c 














*H. K. Rulison, Assistant Treasurer, American Airlines, Letter, March, 1935. 
+Hal E. Nourse, Statistician, United Air Lines, Letter, March, 1935. 


Assuming an average load of 50% of 
capacity, the ton-mile costs range from 
28 4c for the Boeing tri-motor to 62 4c 
for the Stinson “‘T.”” A rate level which, 
on the average, did not result in revenues 
of at least 30c per ton-mile or 1.5c per 
pound per 100 miles would surely be 
disastrous, even with the most efficient 
of this obsolete equipment. In some 
cases the rate would have to be twice as 
high. Thus, use of obsolete equipment 
with no depreciation charge is more 
costly than use of modern equipment 
with depreciation charges. Even if the 
airlines were to start an exclusive ex- 
press service with obsolete passenger 
planes in the near future, this equip- 
ment would, of course, wear out, and 
would have to be replaced either by the 
planes used now for passenger service or 
by specially designed cargo aircraft. 


#W. H. Scwebel, Vice-President, Fairchild Aircraft 
Corporation, Letter, March 26, 1935. The plane carries 
a 4,500-lb. payload with a 700 h. p. engine and cruises 
at 130 miles per hour. The plane, engine, and propeller 
complete costs $40,000. Top speed for this plane is 
about 160 miles per hour. The cargo space is 15 ft. 
by 6in. (wide) by 6 ft. 6 in. (high), allowing a cargo 
space of 775 cubic feet. The door is amply large, being 
5 ft. 6 in. by 6 ft. The propeller is a three-blade, 
Hamilton, controllable-pitch type. 

Under the item “flight crew” is included a pilot paid 
on a basis of a flat $5.00 per hour of flying. The services 
of the co-pilot and stewardess are done away with. 
The pilot would not need as high rating for cargo as for 


4. Costs When Using Specially Designed 
Cargo Equipment for Exclusive Ex- 
press (or Mail and Express) Schedules 


The only specially designed cargo 
ship that flies at a cost comparable with 
the obsolete passenger planes discussed 
above is the Fairchild XC-31, built by 
the Fairchild Aviation Corporation for 
the United States army.” 


The claimed cost of flying this plane 
is considerably less than others of 
similar dimensions and _ performance. 
Table XIX gives per-mile flying costs 
and ton-mile flying costs for this ship, 
as stated by the manufacturer, assum- 
ing that it is operated by an experienced¥ 
transport company over the route from 
Chicago to New York with two round 
trip schedules per day. The cost per 
pound per 100 miles averages .86 cents 
for this plane. 


passenger transport. This $5 pay is less than that of 
passenger transport pilots but is considerably higher 
than the wages of a co-pilot. Gasoline is figured at the 
rate of 12c per gallon and oil at 38c per gallon. 

Depreciation charges on the engine are on a 3,000- 
hour basis and that of the plane is on a 4-year basis. 
“Insurance” expense includes items for cargo liability, 
crash, fire, compensation (for crew), and public liability 
and property damage. Communication costs stated 
allow for two-way radio. 

(All data on the Fairchild plane taken as represented 
by the Fairchild Company. No other cost or perform- 
ance data are available on this ship other than those 
given out by the Company.) 





AIR EXPRESS IN THE UNITED STATES 


Tarte XIX. Per-Mive Fiyine Costs or tHe Fatr- 
CHILD FREIGHT PLANE* 


Ton-Mile 
Costs at 
100% 
Capacity 
Loads 
(Cents) 





Ton-Mile 
Costs at 
50% 
Capacity 
Load 


Per-Mile 
Costs 
(Cents) 


ads 
(Cents) 





3-42 
3.92 


3.85 1.71 
4.40 1.96 
Maintenance and 
3.28 


3.88 
1.84 
.42 


3.70 1.64 
Aircraft deprecia- 
i 4.36 1.94 
2.07 .92 

47 21 


.50 22 
19.35 8.60 


Insurance. .. 
Communications. . 
Miscellaneous 


-44 
Total Flying Costs 17.2 














*W. H. Scwebel, Vice-President Fairchild Aircraft 
Corporation, Letter, March 26, 1935. 

Comparing costs on the Fairchild 
with those of the obsolete planes dis- 
cussed in the section above, we find 
that, while the Fairchild plane may be 
flown at a per-mile cost not far from the 
single-motored obsolete planes, yet its 
payload capacity is much greater, thus 
resulting in a much lower ton-mile 
cost.“ The Boeing tri-motor seems to 
be the most efficient of the obsolete 
planes for express purposes, yet the 
ton-mile cost of flying this plane with 
50% loads is 28 4c on the average while 
that of the specially designed Fair- 
child plane operates at a cost of only 
17c when averaging 50% loads. While 
the cost per pound per 100 miles for 
the Boeing plane is 1.4c, that of the Fair- 
child plane is .86c. It will be remembered 
that the present basic rate is 4c per 
pound per 100 miles plus arbitraries 
for the lighter shipments. The cost of 
flying the Fairchild plane would allow 
for a reduction to about % present rates. 

After comparison of the costs of the 
two types of equipment it is evident 
that the Fairchild plane appears more 
economical for exclusive express sched- 


4 See Table XVIII. 

“The new Martin Transport stripped for carrying 
express can carry from 12,000 to 15,000 Ibs. of express 
at 180 m. p. h. over 4,000 miles without stopping for’ 
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ules than are present modern passenger 
planes or obsolete passenger planes. It 
seems, then, that use of obsolete equip- 
ment may be justified om/y when ex- 
perimenting with these exclusive sched- 
ules in an effort to find out whether they 
would be profitable enough to justify 
the purchase of specially designed equip- 
ment. The airline in this case should 
expect a loss during this experimental 
period. 

It is not unlikely that, if these sched- 
ules were successful, from one to two 
cents per plane-mile would be added 
to the ground costs to allow for a few 
new employees devoting their time 
solely to air express. This would be 
true regardless of which equipment 
was used. 

5. Costs When Carried along with Pas- 
sengers and Mail in Possible Future 
Passenger Equipment 

There remains another possibility in 
the future handling of a greater volume 
of traffic by air express. It is possible 
that the future passenger planes will 
be much larger than those in use at 
present, and that these planes will 
have much larger cargo space. Besides 
accommodating from 30 to 50 pas- 
sengers, it is possible that there will be 
capacity enough for nearly as much air 
express and mail as the entire payload 
capacity of our present planes will 
accommodate. 

That the trend is toward these larger 
planes is indicated by the plans for the 
future of some of the larger domestic 
airline companies, and by the planes 
being introduced into service by the 
Pan American Airways, which carries 
on a foreign service under the American 
flag.“ It seems likely that these larger 


fuel. It is interesting to note that the average express 
load at present between New York and Chicago, where 
express traffic is heaviest, is far below 200 Ibs. This 
new ship can carry a ton of mail and express, plus 50 
passengers. 
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planes will have a considerably lower 
ton-mile cost of flying cargo than our 
present ones. At the same time it 
seems possible that, with schedules any- 
where nearly as frequent as those at 
present, the necessity of flying exclusive 
air express schedules will be eliminated 
for many years to come. 

If these predictions are true, then 
rates may be lowered to attract a large 
volume without increasing ton-mile costs 
to any great extent. In this case the 
method of estimating the cost of air 
express service would be similar to that 
at present, with present equipment and 
under present conditions. Again, ex- 
press traffic would be very near to a 
“no expense” traffic and nearly all 
revenue would go to increasing profits, 
decreasing loss, or to making possible 
lower mail and passenger rates. 

Perhaps some of the expense of oper- 
ating a larger plane should be allotted 
to air express, and undoubtedly a much 
increased express traffic would neces- 
sitate a small increase in ground han- 
dling expenses. Only to this extent 
would the extra express traffic cause any 
actual extra cost to the airline. 

Provided increase in passenger and 
mail traffic justifies these larger planes, 
this latter method of handling air 
express traffic seems by far the most 
economical. Next in order come the 
specially designed freight planes used 
for exclusive freight schedules, and then 
modern planes stripped for use as freight 
planes on exclusive freight schedules. 
Contrary to popular opinion, the airline 
cannot afford to use obsolete passenger 


equipment for air express service except 
for purely experimental purposes.“ 
Another important item of cost in 
handling air express business is that of 
pick-up, delivery, bookkeeping, and 
other overhead costs. About 40% of the 


charge for the average express shipment 


goes to pay these latter costs. In other 
words, while the average charge per 
shipment was $3.20, these costs 
amounted to about $1.25 per shipment.“ 
However, this cost was covered in large 
part by the arbitraries added to the 
basic rate. It is certain that with a large 
increase in express traffic the unit cost 
of handling can be very greatly reduced. 

The next and last instalment will deal 
with the demand for air express service 
and will set forth certain proposals as 
to what policies should be followed if 
the business is to develop its full po- 
tentialities. In discussing the demand an 
effort will be made to discover whether 
or not rates based on the costs discussed 
in this instalment will attract sufficient 
volume of traffic to develop the service 
to the desired extent. 


45 
Ton-mile Cost Attributable to Express Traffic: 


1. When express is hauled in modern 
or future planes along with 


mail and passengers........... Insignificant 


(2 to $c) 
2. When using Fairchild Freighter 
for exclusive express schedules... 17.2¢ 
3. Using modern passenger equip- 
ment stripped for express....... 22 to 24c 
4. Using obsolete passenger equip- 
ment stripped for express....... 28 to 62¢ 


4 Derived from a study of the records of Railway 
Express Agency, General Air Express, and of the various 
airlines. 
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HE first instalment of this article 

which appeared in the August 

issue of the Fournal 2” summar- 
ized the housing conditions in post-war 
France, traced the legislative back- 
ground of present activity, and described 
the city-planning, architectural, and 
management features of the various 
projects now in progress. It remains to 
examine and analyze the French ac- 
complishment in terms of accomoda- 
tions provided, costs, and rents. 


Economic Evaluation 
1. Accommodations Provided 


Results from a given housing program 
may be in part measured by an inventory 
of the physical facilities provided. 
Viewed thus, the dwellings in the De- 
partment of the Seine are adequate as 
units, the various projects are signi- 
ficant as expressing public interest in 
social betterment, and the technical 
skill involved in creating these great 
complexes has been of a high order. 
Fundamentally, however, a housing pro- 
gram must be judged by its general 
economic and social adequacy to the 
problem. In this respect the accom- 
plishment of the Department of the 
Seine should be taken as part of a na- 
tional activity. 

As has been said, French housing or- 
ganizations set up by legislation and ob- 
taining aid from public funds are several 
in form. Some are of long standing 
under the earlier laws; others like the 
Office Public have come to the front 
under the Law Loucheur and the Law 
Bonnevay. Results in terms of housing 
facilities provided vary greatly among 


*Associate Professor of Architecture, University of 
Michigan. 


II. The French Attack on the Housing Problem 


By WELLS BENNETT* 





these types of housing organizations as 
well as among the individual offices of 
any type. France has over 1,800 
official local housing organizations and 
opponents of the present program vig- 
orously criticize the chartering of so 
many local units, charging that there 
has been no demonstrated need for this 
multiplicity of establishments and that 
in many cases no tangible results have 
been shown. The existence of a certain 
number of idle offices is admitted as 
inevitable in the official reports and the 
allocation of funds (Table I) would 
indicate that many of the cooperative 
and limited-dividend societies must have 
shown little activity. In contrast, the 
record of the societies of Credit Immo- 
bilier is highly creditable. Set up under 
the Law Ribot of 1908 there has been 
a long period of activity with these 
first mortgage loans for the encour- 
agement of the small home owner. 
Three hundred and four branch socie- 
ties, 250 of which have been notably 
active, have loaned over $190,000,000, 
an average of better than $600,000 
apiece, and it must be remembered 
that most of this amount has gone for 
smali individual houses in which the 
owner is investing his own savings to 
the extent of 20% of the cost of the 
property. Since the money is advanced 
through local offices which do no build- 
ing themselves, it is natural that vested 
property owners and conservative build- 
ing interests should point to this as the 
ideal form of housing aid. 

In the present program the activity 
of the public offices or local authorities, 
communal and departmental, has been 


278 11 Fournal of Land and Public Utility Economics 
278-289 (August, 1935). 
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the most important. To January, 1933 
the 306 offices had received in public 
funds a sum ($135,000,000) second only 
to that granted the home loan societies, 
and nearly all appropriated in the last 
five years, while the home loan act had 
been in effect 20 years when the Law 
Loucheur was passed. The communal 


Tasie I. OrrictaL ORGANIZATIONS AND AMOUNT OF 
Strate Loans MapE To JANUARY, 1933* 








Amount of 
Loans Made 


Number of 


Description 
Offices 





Public offices for cheap 
housing 306 

Incorporated housing 
societies 653 

Cooperative housing 
societies 


$134, 892,000 
43 » 904,000 


25,008 ,c0O 
; ; 4,624,000 
Housing foundations 2,580,000 
Dispensaries and sani- 
i 2,280,000 
Home loan societies 191, 168,000 
Mutual societies for mort- 
gage loans 
Regional offices for farm 


6, 560,000 


474, 000f 
$411,490, 000 











* An official report quoted in 49 La Construction Moderne 11 
(January 28, 1934). By December 31, 1933 the total had in- 
creased to $415,435,948. Additional subsidies to encourage large 
families bring the grand total to over $461,000,000. Rapport, 
Conseil Superieur, 1933, Pp. 743- 

Number not given. 
Amount for 1933 only. 


or township organization is the most 
common type of public office with 239 
branches, followed by the departmental 
form with 63 offices. These housing 
authorities build directly, employing 
architects and letting contracts. They 
manage their own properties and, in 
some cases, those built and owned by 


28 Rapport, Conseil Superieur, 1932, p. 16. In addi- 
tion to the two types of office public named above 
there is one intercommunal office, and three organized 
by city boroughs or arrondissements. In the Depart- 
ment of the Seine, supplementing the department office 
whose program has been discussed, are 14 communal 
offices. In accomplishment, Puteaux adjoining Sur- 
esnes stands much the highest of these with a total 
of 1,000 dwellings. 

29In Paris there is going forward the special city- 
financed program of 20,000 dwellings, the political and 
financial manipulation of which has been attacked by 
the French building industry. See “Comite de De- 


others. As is to be expected, the pro- 
grams of the City of Paris and the 
Department of the Seine far surpass 
any others of any type.” The showing 
of the metropolitan region of Lyon 
comes second with about 5,000 dwel- 
lings, the equivalent of the garden city 
of Plessis-Robinson.*® The Strasbourg 
region follows with approximately 3,000 
dwellings built. At the close of 1932 the 
office for the Department of the Seine 
was managing 7,500 dwellings and build- 
ing more than 10,000 in addition. 

It will be recalled that the Law 
Loucheur contemplated the erection of 
200,000 low-rent dwellings and 60,000 
of the medium-rent type, a program 
which the Law Bonnevay amended to 
permit the partial substitution of a 
third category, the “improved” low- 
rent type. Of these totals, 18,000 low- 
cost dwellings and 20,000 of the medium- 
rent type were assigned to the City of 
Paris. The later municipally financed 
program of 20,000 units is a separate 
activity. To the Department of the 
Seine were assigned 18,000 low-cost 
houses and 5,000 medium-rent units.*! 
With the construction projected for 
1934 Paris would have 18,311 new 
dwellings, with relatively few of the 
medium-rent class (Table II). On the 
same date the Department of the Seine 
was expected to reach a total of 23,809 
dwellings, somewhat more than the 
original allowance (Table III). The 
economic crisis, however, and difficulties 
fense du Batiment” in 49 La Construction Moderne 
I-II and XIX-XXVI, and XXIII-XXX (July 15 and 
July 22, 1934). Limited dividend and cooperative 
groups have built over 3,000 dwellings in Paris and 
the surrounding Department. It is estimated that 
15,000 families have acquired dwellings in this same 
territory under the home loan act. 

30Lyon has in addition an important project of 
1,487 dwellings in multi-story apartments. This new 
enterprise is backed by the city administration in 
collaboration with private capital. See 49 La Con- 


struction Moderne 728. 
81 Barde, op. cit., p. 162. 
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with the national budget have consider- 
ably reduced the construction accom- 
plished. 


Taste IJ. Numser or Dwe.iine Units Buitt anp 
PLANNED AND Tora Costs, City or Paris* 








Number Total 
of Cost 
Houses 


Cost per 


When Built 
Unit 





To December 31, 


$5,395,103 | $1,528.79 


7,207,263 


3,529 


1930 4,525 
To December 31, 

1931 5,696 
To December 31, 

193 : 7,695 
Under construction 

1932-33 


1,592.76 


31303 


1,710 








1,344 


3,649 
610 


Medium-rent. . . 














inert pee leak Cauca ee aa wee 

National totals of dwellings built each 
year by all the public offices are not 
officially given but brief statements 
from 267 local authorities, included in 
the Superior Housing Council’s report 
for 1932, indicate a total of nearly 
72,000 dwellings. Making allowance for 
offices not reporting, the sum would 
probably not exceed 80,000. With home 
loan and all other societies coming 
under the Law Loucheur included, the 
spring of 1933 saw completed a total 
of 180,000 low-cost units out of the 
200,000 planned. Of the moderate- 
rent type only 28,000 of the proposed 
60,000 had been finished. Since the 
program could not be completed within 
the original five-year limit, an extension 
of the Law Loucheur has been proposed 
and is still being debated. 


% Estimate reported by Saint-Vinebault, Guillemot, 
48 La Construction Moderne XXIII (March 19, 1933). 


On July 29, 1934 the Parliament voted continua- - 
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2. Costs of the Program 


Some general figures as to the costs 
of the French program indicate the in- 
creasing importance of public housing 
in the national economy. From the 
various housing acts before the Law 
Loucheur the State had advanced up to 
the close of 1928 the sum of $34,500,- 
ooo. * At the close of 1933 more than 
11 billion francs, or $440,000,000, had 
been loaned (See Table I and notes). 
Nearly % this amount was granted to 
the home loan group of housing organiza- 
tions and slightly more than % to con- 
structing organizations consisting mainly 
Taste III. Numser or Dwetitnc Units Buitt AND 


PLANNED AND Torat Costs, DEPARTMENT OF THE 
SEINE* 








Cost per 


Number Total 
Unit 


of Cost 
Houses 


When Built 





To December 31, 
9 2,486 


192 $1,628.64 
To December 31, 
3,858 


$4,047,819 


5,054 | 10,682,291 


193 7,535 | 21,101, 362 
Under construction 


1932-33 


Improved low- 


7,166 | 8,748,099 
n 2,775 | 9,930,453 
Medium-rent. . . 146 980, 215 
Planned for 1933- 


3,238 
Improved low- 
WOR se tecies ce 





2,949 











* The fi given are quoted from the reports of the Conseil 
Superieur for the years mentioned. The report for 1933 gives 
the number of dwellings in use as 8,188, an increase of only 
653 over the previous year. This small cag in comparison 
with the program proposed ig 4 reflects the shrin in 
pa funds allotted to housing. The report omits some of the 
costs. 


of the public offices or local housing 
authorities. It now appears that the 
cost to the State from the completion of 
the 260,000 dwelling program of the 
Law Loucheur may in itself amount to 


tion of the Law Loucheur to December 31, 1935 but 
failed to provide adequate credits. 
% Rapport, Conseil Superieur, 1932, pp. 13-4. 
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$400,000,000. This sum is mainly in 
the form of loans, presumably to be re- 
paid to the treasury from the rents col- 
lected. There are, however, certain 
losses to be borne by the State. The 
loans, except $20,000,000 allotted to 
medium-rent units at 4% interest, are 
granted at from 2 to 2%% interest and 
since the State cannot borrow at that 
rate it must make up the difference. A 
loss to the State also arises as a result of 
outright grants and reductions of rents 
to war veterans and large families. This 
sum to 1932 is estimated to amount to 
over half a billion francs. The exemp- 
tion of housing properties from certain 
taxes may also be considered a cost to 
the State. In 1933 such taxes remitted 
amounted to over $436,600 for all 
France and to nearly $33,000 for the 
Department of the Seine.* 

When conservatives estimate that 
3,000,000 houses in France need ex- 


tensive repair or replacement,®” the 
number of units proposed in the five- 
year program does not seem out of rea- 
son and, in a national budget of approxi- 
mately 50 billion francs, the credits 
voted annually for housing do not ap- 


pear excessive. Until the present de- 
pression, however, this item in the 
budget was increased each year under 
the Law Loucheur, a trend viewed with 
concern by conservative Frenchmen 
generally and by private building enter- 
prise in particular. 

Additional grounds for opposition 
arise in further contributions which the 
taxpayer must make to the cause of 
public housing. Beyond the burden 
carried by the State, the financing of the 
remaining capital costs, estimated at 


% Ferrand, Lucien, 101-2 YFournal des Economistes 
157-8 (February 15, 1932). 

% Rapport, Conseil Superieur, 1933, pp. 755-6. 

37 Rey, op. cit., p. 169. 

%8 The high percentage of vacancies in such outlying 
projects in the Department of the Seine as Plessis- 
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$80,000,000 for the 260,000 dwellings of 
the Law Loucheur, must be borne by 
the local communes or departments, 
funds to be raised by commercial loans 
and local taxation. These costs to the 
local community, moreover, may be 
greatly increased if building costs ex- 
ceed the official schedules (Tables IV, 
V and VI), or if, because of economic 
depression or local conditions, a given 
project is slow in renting.*® To obtain 
the maximum percentage of cost by 
State loans, the community must pledge 
its assets as security. The entire cost 
of public intervention in housing can- 
not now be determined but the already 
well taxed citizen fears that it will be 
too much. 


Rents and Net Costs 


In some provincial towns local au- 
thorities have limited their activities to 
furnishing cheap land for housing to be 
built on by the owner, and other offices 
have built and sold individual dwellings 
but, in general, the projects carried out 
under the provisions of the Law Louch- 
eur have been planned and operated 
on a rental basis. Rents for the dwellings 
are set by an extremely complicated 
system. Minimum sizes, net costs, and 
basic rent scales are set forth in in- 
structions from the Minister of Health 
(Tables IV, V and VI). In addition to 
adjustments on account of rent class 
and kind of dwelling, collective or in- 
dividual, other factors include: local 
geographical situation; place of the 
dwelling in the building in cases of col- 
lective dwellings; number of families; 
and date of construction. As an ex- 
ample, a standard low-cost type, three- 
room, small kitchen, and toilet apart- 


Robinson, Malabry, and Vanves is a cause of con- 
siderable concern. In the Department of the Oise a 
housing group at Noyon is reported as vacant for two 
years because the people prefer to live in hovels at 
little or no rent. 
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ment of 484.38 sq. ft. living area, would be at least $2,200, on which the 
located in the metropolitan region of State would loan $1,980. He would 
Paris, has a maximum rent of 34%% of charge against this dwelling annually: 
its cost, or $65.48 per year (Table IV Interest on the capital of $2,200 in- 

and notes). Supplementary charges vested by the housing authority 

for common utilities raise this rent to at 5% $ 11.00 
$72.05. The allowable net cost for this Amortization of the State loan of 
apartment is given as $1,965 but this $1,980 at 2% interest, amortized ‘ 
amanent makes ws allowance for land Case of Saas administration and oa 
not occupied nor does it include the cost control at 1% per $1,000 

of the varidus services outside the Maintenance 

house.2® The French economist, M. 

Lucien Ferrand, estimates that the total 

net cost of this three-room apartment Jf therefore, the rent paid is $72.05, 


39 Barde, op. cit., pp. 22-23. there will be a deficit each year of 


Taste IV. Low-Cost Dwe .uines: OrriciaAL SCHEDULE or Types, Costs, AnD Rents* 








| Paris Region The Provinces 





Size Minimum | Maximum Allowable Maximum Allowable 
and Allowable | Annual Base Rentt | Maximum] Annual Base Rent | Maximum 
Description Overall Allowable Allowable 
Area in Group Single Net Group Single | Net Cost 
Sq. Ft.f | Dwelling | House Cost Dwelling | House 











. I room with or with- 
out W. C. 161.46 $21.80 $26.16 | $654.00 $15.44 $18.52 1$ 463.20 


. I room and kitchen- 


ette with or without 
Ww. C 38.20 45.84 | 1,146.00 26.20 31.44 786.00 


kitchen of 107 sq. ft... 44.56 53.48 | 1,337.00 30.56 36.68 917.00 
. 2 rooms kitchenette 
and W. C | , 54.60 65.52 | 1,638.00 34-92 41.88 | 1,047.60 


. Same as IV with 
kitchen of 161 sq. ft... 63.68 76.44 | 1,911.00 40.72 48.84 | 1,221.60 


. 3 rooms kitchenette 
and W. C. ? 65.48 78.60 | 1,965.00 43.68 52.40 | 1,310.40 


. Same as VI with 
kitchen of 193 sq. ft... 76.40 91.68 | 2,292.48 50.96 61.12 | 1,528.80 

. 4 rooms kitchenette 
i 78.60 94.32 | 2,358.00 52.40 62.88 | 1,572.48 





kitchen of 193 sq. ft... 89.48 107.40 | 2,685.48 59.68 71.60 | 1,790.88 
X. 5 rooms kitchenette 
and W. C ? 91.68 110.04 | 2,751.00 61.12 73.36 | 1,834.56 

XI. Same as X with 
kitchen of 193 sq. ft... 102.60 123.12 | 3,078.48 68.40 82.08 | 2,052.96 

XII. 6 rooms kitchenette 
and W. C , 104.80 125.76 | 3,144.00 69.88 83.84 | 2,096.64 

XIII. Same as XII with 
kitchen of 193 sq. ft... 155.68 138.84 | 3,471.48 77.16 92.60 | 2,315.04 


























* Tables IV, V, and VI are taken from the instructions of the Minister of Public Health, quoted in Barde, op. cit., pp. 172-7. 

The value of the franc has been taken at four cents. ; : 

t In all three dwelling classes the minimum standard room is 96.88 sq. ft. in floor area. In the improved low-rent class, dwellings 
of more than three rooms must provide such additional rooms with 129 sq. ft. floor area each. In the moderate-rent class, the super- 
ficial area for a two-room and kitchen apartment is required to be at least 495-14 sq. ft. to be increased by 129 sq. ft. for each addi- 
tional room. The area given to corridors and W. C. may not exceed 15% of the superficial area thus determined. 

t¢ The annual base rent is a percentage of the first cost, varying with the rent class, and }5 higher for individual houses than for 
apartments. The percentage is the same whether in the provinces or in the metropolitan region. The rate for low-cost apartments is 
346% of the first cost of the dwelling, and that for a low-cost apartments 4;¢%. For medium-rent apartments the rate 

ye 


ranges from 534% to 64% according to the rate of su 
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$34.91, 0r32%. Thisdeficit would have to 
be borne by the localcommunity budget. 

The scale of rents and allowable net 
costs must be interpreted in terms of the 
French wage scale. Before the War 
the average worker’s annual income is 
given by Sellier as 2,400 francs, or about 
$480. At that time a _ three-room 
dwelling could be built in Paris for a 
little over $1,500 and at the prevailing 
rate of interest could be rented at 
approximately 414% on the net cost, or 
$67.50 per year. Such a rent scale would 
amount to 14% of the worker’s annual 
income, a rate regarded as rather high 
in France where the lower wage groups 
do not expect to pay as high a propor- 
tion of income for shelter as more north- 
ern countries have come to accept. The 
post-War income of the unskilled worker, 


TABLE V. 


THE JOURNAL OF LAND & PUBLIC UTILITY ECONOMICS 


although it increased to 12,000 francs, 
remained the same ($480.00) in terms of 
the gold dollar. Money rates, however, 
increased so greatly that capital had to 
have 10% on a higher net cost of $1,978 
for the same three-room dwelling, or a 
rent of $197.80, taking the intolerable 
proportion of 41% of the worker’s 
annual income. Under such conditions 
private capital could not build housing 
for the poor and public intervention 
was inevitable. The schedules set up 


under the Law Loucheur brought the 
rent rates down to 15% of the average 
lower incomes and, taking account of 
later increases in the wage scale, it may 
be said that for the worker rent charges 
are now approximately those of 1914.” 


49 From the report for France made by M. Sellier in 
3 Wohnen and Bauen 224-225 (1931). 


ImproveD Low-Cost Dwe tines: OrriciAL SCHEDULE oF Types, Costs, 


AND ReEnts* 








Paris Region 


The Provinces 





Minimum 
Allowable 
Overall 


Size 
and 


Maximum Allowable 
Annual Base Rent 


Maximum Allowable 
Annual Base Rent | Maximum 


Allowabie 


Maximum 
Allowable 








Description 


Area in 
Sq. Ft.. 


Single 


Group be 
ouse 


Dwelling 


Net 
Cost 


Single 


Group 
House 


Dwelling 


Net Cost 





. I room with or with- 


out W. C 


. Same as I with 


kitchenette 


. Same as I with 


kitchen of 107 sq. ft... 


. 2 rooms, kitchenette 


and W. C 


. Same as IV with 


kitchen of 161 sq. ft... 


. 3 rooms, kitchenette 


and W. C 


. Same as VI with 


kitchen of 194 sq. ft... 


. 4 rooms, kitchenette 


IX. 
X. 
XI. 
XII. 
XIII. 


and W. 

Same as VIII with 
kitchen of 194 sq. ft... 
5 rooms, kitchenette 
and W. 

Same as X with 
kitchen of 194 sq. ft... 
6 rooms, kitchenette 
| A Ce eres 
Same as XII with 
kitchen of 194 sq. ft... 





290.62 





§2.32 
91.68 
106.96 


$ 43.60 |$ 
76.40 
89.12 


109.20 131.04 


127. 153.88 
131. 157.20 
183.40 


188.64 


152. 
167. 
179. 214.80 
183. 220.08 
246.24 


251.52 





277.68 





$ 981.00 
1,719.00 
2,005.48 
2,457.00 
2,866.48 
2,947.48 
3,438.72 
3,537.00 


4,028.20 
4,126.48 
4,617.72 
4,716.00 


5,207.20 





30.88 1$ 37.04 
62.88 


36 


52.40 
61.12 ai: 
83. 
97.72 

.80 


69.84 80 
81.48 
87.36 

101.92 .28 
104.80 
119.36 

122.28 

136.84 

139.76 
154.32 





$ 694.80 
1,179.00 
1,375.48 
1,571.40 
1,832.40 
1,965.60 
2,293.20 
2,358.72 
2,686.32 
2,751.84 
3,°79-44 


3,144.96 





3,472.56 





* See footnotes to Table IV. 
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As to the housing authorities, the 
difficulties of balancing budgets have 
been aggravated by increasing costs of 
building. From the adjusted values of 
1919, amounting to three times the pre- 
War costs, construction charges im- 
mediately began to mount. There was a 
slight decline during the depression of 
1921-22 but by the end of 1926 building 
costs were double those of Ig91g9. For 


TaBe VI. 
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over a year prices remained at this 
level, then, late in 1927, began to rise 
rapidly so that by the summer of 1930 
costs for housing were triple those of 
I919. From the beginning of the depres- 
sion in 1930 prices had fallen, by the 
middle of 1933, almost to the 1926 level. 


41 Sellier, Henri, Realisations de l’ Office Public d’ Habi- 
tations du Department de la Seine (Strasbourg: Edari, 


1933), Pp. 7-8. 


Moperate-REnT DweE.uincs: OrriciAL SCHEDULE oF TyPEs, Costs, 


AND Rents* 








Paris Region 


The Provinces 





State 
Subsidy 


Size 
and 


Maximum Allowable 
Annual Base Rent 


Maximum Allowable 
Annual Base Rent | Maximum 


Allowable 


Maximum 
Allowable 








Description 
Group 
Dwelling 


Single | Net Cost 


House 


Net 
Cost 


Group 


Single 
Dwelling 


House 





. 1 room without 
kitchen $ 65.40 
69.76 
74.12 
78.48 


. 1 room with kitchen 
114.60 
122.24 
129. 

137.52 


. 2 rooms with kitchen 
163.80 
174.72 
185.64 
196.56 


. 3 rooms with kitchen 
196.48 
209 .60 
222.68 

80 


. 4 rooms with kitchen 


. 5 rooms with kitchen 


. 6 rooms with kitchen 
and W. C. 











$ 46.32 | $ 55.56 
49.40 
52.48 
55.60 


$ 78.48 |$1,144.48 
83.68 
88.92 


94.16 


78.60 
83.84 
89.08 
94.32 


137.52 
146.68 
155.84 
165.00 


104.76 
111.76 
118.72 
125.72 


196.56 
209.64 
222.76 
235. 


131. 
139. 
148. 
157. 


235. 
251. 
267. 
282. 

















* See footnotes to Table IV. 
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While part of this general increase 
may be attributed to various economic 
trends of the time, the stimulus of 
government subsidy seems to have been 
largely responsible. Beginning with the 
rebuilding of the war-devastated areas, 
public intervention in housing was in 
the air and was made a substantial fact 
by the Law of 1928. The government 
report of 1930 states that many more 
houses would have been built but for 
the high costs of material following the 
passage of the Law Loucheur and 
charges that “too often the manu- 
facturers of materials have absorbed 
the subventions of the Law Loucheur.’’” 
Since wages and white-collar salaries 
have not increased in any such propor- 
tion as the cost of building, rents could 
not be raised and housing authorities 
have faced the task of supplying an 
allotted number of new dwellings with 
little hope of balancing rising costs by 
increased income. The allowable sup- 
plementary rent charges previously dis- 
cussed have not made good the differ- 
ence and, if the dwellings are built to 
the standards carefully set up by law, 
deficits are hard to avoid. Efficient, 
compact planning has been necessary 
and the change from the garden-city 
character of the early projects to the 
later collective dwelling blocks was a 
response to this economic pressure. It 
might have been expected that the 
price decline of the 1930’s would have 
improved building conditions but the 
same depression that eased construc- 
tion costs brought a shrinkage of credits 
for loans that has stopped several pro- 
jects already under way.” 


* Rapport, Conseil Superieur, 1930, pp. 3-4. 

4 The legislation of July 29, 1934, followed by a 
decree of September 30, 1934, authorized housing 
authorities to procure loans from private capital, the 
State paying the difference of interest between 2%, 
the former lending rate for State funds, and a maximum 
of 6%. Housing organizations, however, are unable 
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Summary 


For the improvement of housing con- 
ditions in France the State has advanced 
funds at interest rates below its borrow- 
ing rates, and has given partial tax 
exemption. In addition, it has given 
outright grants to favored groups, such 
as large families. Building costs have in- 
creased in relation to tenants’ incomes 
and State aid, grudgingly given as 
times have grown harder, has proved to 
be insufficient. Local authorities have 
had difficulty in balancing their budgets 
and additional charges as well as se- 
curity are asked for State loans borne by 
the local community. Finally, in prac- 
tice the local government must shoulder 
any deficit in operation of properties. 

Conservatives oppose the housing 
program under the Law Loucheur be- 
cause it is a charge on the budget. 
Furthermore, they assert that, since 
rents are less than carrying charges, 
private enterprise is slowly being throt- 
tled in favor of a state building industry. 
As a matter of fact, the City of Paris 
and the Department of the Seine have 
given some encouragement to private 
initiative and limited-dividend groups 
by guaranteeing loans and subscribing 
to shares. At the end of 1931, $20,000,- 
ooo of loans had been guaranteed and 
$260,000 in shares had been subscribed.“ 
Such projects, however, are under the 
handicap of having to compete with 
public office dwellings whose carrying 
charges and deficits are subsidized. 

Politics is the field of both factions 
in the housing movement. While M. 
Sellier would no doubt prefer to devote 
his energies to the execution and ad- 
ministration of his great program, the 
housing reform group supported by the 
radical working class must keep the 


to get loans at 6% and thus very little work is going 
forward. See also note to Table III. 
“4 Barde, op. cit., p. 164. 
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issue alive at each session of Parliament 
or have funds already waning entirely 
cut off. The conservative and the 
capitalist, natural individualists, feel 
that they must fight the threatened 
movement toward direct grants and di- 
rect building by the State with its heavy 
taxation of capital and suppression of 
normal building channels. Each year 
the funds to be loaned for the housing 
program, whether for small home loans 
or public housing, have to be voted in 
the budget. 

It is still too early to appraise the 
social success of this new housing, for a 
considerable proportion of the dwellings 
completed are only now ready for occu- 
pancy. At Gennevilliers and Suresnes 
the necessity of tactful, sympathetic 
management and some plan for social 
education were apparent from the be- 
ginning and have continued to prove 
essential as the settlements have grown. 
Difficulties have arisen with unsocial 
and over-radical groups, difficulties 
which housing authorities must appar- 
ently expect as a by-product of collec- 
tive, subsidized housing. In general, 
however, tenants appear to be con- 
tented, and to appreciate their improved 
environment. How far the whole pro- 
gram is adequate to the need and to what 
extent the unskilled worker and lower 
middle class tenant will respond to the 
standards and responsibilities of these 
improved homes and changed neigh- 
borhoods can only be known after a 
seasoning period of operation. 

The history of French housing reflects 
the social progress of a people rational 
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in habit of thought, amenable to a 
planned life, yet individualistic and 
economically very conservative. On 
public questions the radical group is 
still held safely in check. Nationalism 
has probably been as activating a force 
in the housing problem as has radical 
pressure, for the care of war veterans, 
the encouragement of large families, 
and the improvement of health and of 
family life have led the French middle 
class to go the lengths of the present 
program. As yet, however, the place of 
housing in the national economy has 
not been settled and France can scarcely 
be said to have a housing policy. The 
Law Loucheur is an emergency measure 
and whether it is continued, is greatly 
modified, or is allowed to lapse, the legis- 
lature must now decide. When each 
year’s appropriation has to be fought 
through Parliament to arrive at a com- 
promise, it appears that public opinion 
is not yet wholly convinced on the prin- 
ciple, or else that the housing technique 
now being used is faulty. 

The experience of France focussed in 
the region of Paris is another episode in 
the history of conscious housing effort. 
Through the medium of local and na- 
tional characteristics it re-affirms the 
profound difficulties of the problem and 
is another indication that in modern 
civilization public concern with the 
reasonable housing of people is inevit- 
able. The final definition of what forms 
such intervention should take to allow 
properly for all the social and economic 
implications awaits further experience 
and study. 





Public Utility Legislation in the Depression: 
I11. State Laws of 1935 


By D. L. MARLETT AND WARREN H. MARPLE* 


regulating public utilities was very 

light. Only one state can be said 
to have made any outstanding change. 
In this respect, at least, the activity in 
the current legislative halls contrasts 
strongly with that of the past few years 
and raises the question of whether 
another wave of statutory reform is at 
last subsiding. Since 1930 many states 
have established their utility laws upon 
a firmer basis than ever before attained. 
Does the smaller volume of 1935 legisla- 
tion indicate that all contemplated 
changes have been made? Has the 
public utility issue lost its popular 
appeal? Or are we merely having a 


/ ‘HE 1935 harvest of state laws 


breathing spell until the recently enacted 


state laws can be tested and the prob- 
able course of the federal activity be 
ascertained? 

The reduced tempo of state activity 
is not, of course, synonymous with a 
slower change in the whole body of 
laws affecting public utilities. The 
Federal Government must now be reck- 
oned with. The federal influence has 
made itself felt not only in the new 
holding company act but in the con- 
siderable body of state laws sponsored 
by the various alphabetical agencies to 
further their own particular projects. 
Principal among the latter are the power 
district, electric cooperatives, and rural 
electrification measures. This federal 
legislation and the federally inspired 


* Research Assistant and Statistician, respectively, 
Section of Rates and Research, Illinois Commerce 
Commission. 

The authors acknowledge the preliminary work done 
on this article by Mr. Orba F. Traylor, co-author of the 
first two instalments, who had to discontinue collabora- 
tion because of pressure of other work. 


state public ownership acts will not be 
discussed here. We shall restrict our- 
selves to the rather homogeneous body 
of laws relating for the most part to 
state control of public service industries. 
This much may be said of the 1935 
state laws, that even though they did 
not maintain the forward pace set by 
the legislation enacted during the pre- 
vious years they continued in the same 
direction. About the only reversal of 
previous trend was the restoration of 
staffs and number of commissioners 
which had previously been cut as econ- 
omy measures. The 1935 legislation is 
made up largely of further enactments 
by the leading states designed to round 
out and modify laws passed in the last 
session or two. There has also been 
some spread of the more advanced type 
of legislation to states which have not 
hitherto enacted any substantial changes. 
Most obviously absent from the current 
picture are the statutes conferring upon 
the commissions the authority to make 
emergency rate reductions by short-cut 
methods. Perhaps this is a good omen 
of better times, for certainly the pres- 
sure for emergency rate procedures 
exerted from 1931 to 1934 was a symp- 
tom of general economic deflation. 
The 1935 legislation will be discussed 
under the following heads: commission 
organization, assessment of costs on 
utilities, rate procedure, control over 
securities and dividends, control of 
holding companies, and joint regulation. 
For the first two articles of this series see “I. State 
Laws Extending and Strengthening Commission Juris- 
diction,” 11 Yournal of Land & Public Utility Economics 


173-186 (May, 1935) and “II. Reorganization and 
Financing of Commissions,” Ibid. 290-301 (August, 


1935). 
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Commission Organization 


Characteristic of the last few years 
has been the rather widespread revamp- 
ing of state commissions and their per- 
sonnel. Dissatisfaction with their pre- 
vious performance led to a wholesale 
attempt to instill new life into regulatory 
bodies by expanding their authority 
and improving their personnel. Judging 
by the 1935 enactments this movement 
has practically stopped. 

During 1935 Arkansas was the only 
state to make any substantial change 
in its commission organization, and for 
that matter in its jurisdiction. Last 
year this State culminated several years 
of change by organizing its Fact Find- 
ing Tribunal] as an arm of the Corpora- 
tion Commission.? Apparently satisfied 
with the steps taken in this direction 
the State has now gone the whole dis- 
tance of creating a full-fledged commis- 
sion of the strong type, although still 
within the framework of the Corpora- 
tion Commission.? 

The new commission is known as the 
Department of Public Utilities. Like 
the former Tribunal it has three mem- 
bers, but salaries are now $5,000 per year. 
One of the members must be a lawyer, 
but the requirement that the other two 
be an accountant and an engineer are 
now removed. The retention of the 
lawyer-member is connected with the 
delegation to him of a slightly novel 
combination of prosecuting and admin- 
istrative functions. He must act as the 
Department’s attorney even to the ex- 
tent of defending its orders in the 
courts.4| This combined function offers 


1For a discussion of changes made form 1931 to 
1934 see 11 Fournal of Land & Public Utility Economics 
290 (August, 1935). 

2 Ibid. 

3 Acts 1935, No. 324, p. §$ 2-4. 

4“The attorney member of the Department shall 
represent and appear for the Department in all actions 
and proceedings in all courts involving any question 
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a contrast to the attempts made else- 
where to divorce the prosecuting from 
the so-called judicial functions. 

At the same time that its member- 
ship was reconstituted the new Arkansas 
Department was given substantially 
larger funds (through assessments on 
the utilities) and its jurisdiction was 
extended to include the right to suspend 
proposed rates pending investigation, 
approval of security issues, control over 
contracts with affiliated interests, and 
approval of purchase and sale of utility 
assets. The Department is also author- 
ized to make valuations and establish 
proper rates of depreciation. Each of 
these matters will be discussed under 
the appropriate sections below. 

Few changes were made in the organi- 
zation of other commissions. The Utah 
Public Service Commission, as the new 
body is called, is again composed of 
three full-time members, each of whom 
draws a $4200 salary.® For two years 
the commission had only one full-time 
member who was paid a reduced salary. 
Further evidence of the trend away 
from one-man commissions is seen in 
the refusal of Michigan and Nebraska 
to sanction such a change. 

The Rhode Island Commission came 
through a major state departmental 
reorganization unscathed. It is now a 
Division of Public Utilities of the De- 
partment of Taxation and Regulation. 
No changes were made in its power or 
duties. The South Carolina Railroad 
Commission, which consists of three 
elected members, is henceforth to be 
known as the Public Service Commis- 


under this Act. He shall, in addition to his duties as 
commissioner, perform such duties and services in 
connection with this Act and the enforcement thereof, 
as the Department may require. He shall also bring 
all actions to collect penalties, fees, taxes and costs, 
herein provided for or levied”. (Acts 1935, No. 324, 
§ 4 (c)). 
5 Laws 1935, c. 63. 
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sion as a result of the recent legislative 
ratification of a constitutional amend- 


ment.® 

The West Virginia commission, like 
so many others which have been reor- 
ganized in the past few years, is bolstered 
by additional legal assistance to be 
appointed and directed by the attorney- 
general but paid by the commission.’ 

Interesting, and somewhat similar to 
the office of public counselor created in 
1933 in Indiana, is the office of People’s 
Public Service Attorney established by 
the Alabama Legislature in 1935: 


“Such attorney shall be appointed by the 
Governor, and shall hold office at the pleas- 
ure of the Governor. It shall be the duty of 
the People’s Public Service Attorney to 
represent any and all patrons of any public 
utility, who shall request his services, in 
any hearing before the public service com- 
mission, and in any court proceeding where 
there is an appeal either by the patron, or 
the public utility involved; and he shall do 
so without compensation on the part of the 
patron. The People’s Public Service At- 
torney shall devote his entire time to the 
service of patrons of public utilities toward 
the settlement of differences by and _be- 
tween such patrons and public utilities”.® 


New Hampshire introduced a degree 
of flexibility into its commission’s organ- 
ization by repealing the sections of the 
law which named the positions on the 
staff and the salaries connected with 
them. In their place a new provision 
explicitly authorized the commission 
“within the limits of the appropriations 
and for such purposes, to employ and 
fix compensation of such regular staff, 


6 Acts 1935, No. 18. A similar proposal to change the 
name of the California Railroad Commission to the 
California Public Service Commission will be submitted 
to the voters of that State at the next election. (Laws 
1935, Assembly Constitutional Amendment No. 63). 

7 Acts 1935, ¢c. 115. 

®H. B. No. 731, approved July 10, 1935. 

9H. B. No. jor (1935). 

9 Massachusetts Resolutions, c. 58, Laws 1935; 
New Hampshire, House Joint Resolution No. 4; North 
Dakota Resolutions, p. 469. The latter bears quoting. 
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including experts, as it shall deem 
necessary.””® 

In several states legislative investi- 
gating committees have been appointed 
to report upon the need for further 
change in the public utility laws to the 
next sessions of the legislatures. Among 
such interim inquiries may be men- 
tioned the Massachusetts study into 
the practicality of adopting the sliding- 
scale method of rate-making, the New 
Hampshire study of the entire body of 
public utility laws, and North Dakota’s 
comprehensive survey of the light, heat, 
power, and gas companies.™ 


Assessing Utility Companies for the 
Costs of Regulation’ 


More states are now assessing the 
costs of regulation directly upon the 
utility companies. During the four 
years from 1931 to 1934 at least a 
dozen had adopted this method of 
financing the regulatory bodies. Utah 
is now to be added to this number, 
while Kansas has so broadened its act 
as to make it really felt for the first 
time. North Dakota amended its act 
to provide a revolving fund, New York 
enlarged its revolving fund, while Ar- 
kansas, West Virginia, and Alabama 
have substantially increased their rates 
of assessment. On the other hand, a 
contrary note was sounded by Massa- 
chusetts in repealing the generation-old 
law which levied upon electric, gas, 
and water companies and municipal 
electric plants one half of the commis- 
sion’s salaries and expenses." 

It is interesting to observe which of 


It directs the Board of Railroad Commissioners to 
investigate public utility fees, the best method of 
securing justice from the utilities, and “what the 
approximate cost will be of the State of North Dakota 
buying the said utilities outright and whether, in 
their opinion, it would be advisable to do so.” 

10 For review of 1931-34 legislation see 11 Journal of 
Land & Public Utility Economics 294 (August, 1935). 

11 Acts 1935, c. 411. 
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the various types of assessment laws 
are now being adopted. Utah’s law is 
the indirect type which prorates the 
total cost of running the commission 
among all companies in proportion to 
their sales. No attempt is made to 
charge any one company with the par- 
ticular costs incurred in investigating 
it. The maximum rate of assessment 
is 1% of 1% of revenue. Utah has reserved 
for payment by the state treasurer, 
however, 4 of the commission’s budget, 
and charges the utilities with only the 
remaining 34. Such a reservation of a 
portion of the expense to the state is 
by no means new, but seldom is it so 
explicit. The law states that it is: 

“the purpose and intent of this Act that 
for each dollar provided by the State for 
such support and maintenance the public 
utility companies shall in the aggregate pro- 
vide three dollars . . . 

The thoroughly revised Kansas law 
which replaces the rather punitive meas- 
ure passed in 1931, is apparently 
modeled in general upon the Wisconsin 
statute.’ It combines a direct assess- 
ment of costs of special investigations 
with the general prorating of all remain- 
ing costs. The direct assessment is to 
apply whenever the commission “shall 
deem it necessary to investigate any 
public utility or common carrier or 
make appraisals of the property of any 
public utility. . . .”"4 No assessments 
are made for investigations costing less 
than $100. Some check upon extrava- 
gance is provided in the requirement that 
the utility company must be given notice 
of the proposed investigation and, al- 
though the commission’s finding is con- 
clusive,a public hearing to “‘show cause, 
if any, why such investigation or ap- 
praisal should not be made.” Nor are 


2 Laws 1935, c. 64, § 1. 
13 See 11 Fournal of Land & Public Utility Economics 


295, 298 (August, 1935). 
4 Laws 1935, c. 109. 
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the expenses of an investigation charge- 
able in proceedings which are within 
the jurisdiction of federal regulatory 
bodies. 

The indirect portion of the Kansas 
assessment is made at the close of each 
fiscal year. At this time the direct 
assessments are deducted from the total 
expenses incurred by the commission 
and the remainder prorated against the 
utilities and common carriers on the 
basis of their gross intrastate revenue. 
Direct assessments are limited by stat- 
ute to % of 1% of a company’s gross 
intrastate revenue in the last preceding 
calendar year, as compared with Wis- 
consin’s limitation of % of 1%. The 
indirect or remainder assessment is 
limited to % of 1%, as is Wisconsin’s, 
but has the further proviso that the 
total amount assessed shall not exceed 
$100,000 per year. Payments are made 
directly to the commission but are 
transferred by it to the treasury for 
deposit to the account of the commis- 
sion fund. 

While the revised Kansas law was 
patterned after the Wisconsin law, the 
North Dakota revisions were modelled 
after New York’s. North Dakota adopted 
it original assessment measure in 1933." 
This provided that the costs incurred 
by the commission in rate proceedings 
should be charged against the particular 
company involved. The 1935 innova- 
tion was the establishment of a $25,000 
revolving fund into which such collec- 
tions should be placed and from which 
expenditures should be made.'® The 
revolving fund is kept by the state 
treasurer who draws checks on it only 
upon “proper voucher and audit by 
the State Auditing Board.” This con- 


% 11 Journal of Land & Public Utility Economics 
298 (August, 1935). 

16 Laws 1935, c. 253, § 8. It may be noted that New 
York has appropriated another $300,000 to its com- 


mission’s revolving fund. (Laws 1935, c. 855). 
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trasts with the original law which al- 
lowed the commission itself to collect, 
hold, and disburse the funds received 
from the utilities. Omitted from the 
new law are the New York provisions 
that restrict the payments from the 
fund to the salaries and expenses of 
employees not already provided for on 
the regular budget, and for which, of 
course, the Legislature has already made 
appropriations. While the North Da- 
kota law is broader in this respect, it is 
less inclusive than New York’s in re- 
stricting to rate proceedings the inves- 
tigations that may be conducted with 
the fund. North Dakota continues to 
be one of the few states which have 
established no statutory limit upon the 
size of the levies that may be made 
upon a company in any one year. This 
State has repealed the previous pro- 
visions for collecting delinquent pay- 
ments through tax assessments upon 
the property of the utility by the State 
Board of Equalization. 

The new Arkansas Department of 
Public Utilities is provided with a three- 
fold increase in appropriations. The 
1933 levy of $2 per $1000 of gross in- 
trastate operating revenue has been re- 
tained and $4 per $1000 added.!’ This 
brings the total annual assessment to 
% of 1% of operating revenue. Petty 
fees have also been established for 
filing reports, rate schedules, and appli- 
cations for approval of security issues 
and for certain other routine matters. 
All such fees and levies are to be re- 
ceived by the State Treasurer and 
credited to the Public Utilities Fund, 
from which he is to pay all the expenses 
of the commission. 

Amounts thus collected for the Ar- 
kansas Department’s expenses are ipso 

1 Acts 1935, No. 324, §§ 52-54. 

18 Acts 1935, c. 83. 


19 Acts 1934, No. 2, approved March 2, 1935; Louis- 
iana also has a special investigation assessment law 


THE JOURNAL OF LAND & PUBLIC UTILITY ECONOMICS 


facto appropriated to the Department 
and immediately expendible. Since the 
companies are assessed annually with 
3/5 of 1% of their revenues, plus petty 
filing fees, a top limit is put upon the 
amount of the assessments. No pro- 
vision is included, however, for refund- 
ing to the companies any overcollec- 
tions that may accumulate. 

West Virginia is providing somewhat 
larger funds for its new commission as 
the latter gets under way. The annual 
levy upon the companies of $80,000 for 
the conduct of investigations is retained, 
and the temporary $90,000 assessment 
for general commission expenses is in- 
creased to $150,000 and made perma- 
nent. The former levy is prorated to the 
various companies according to the 
value of their respective properties as 
established for tax purposes. The 
$150,000 is assessed in proportion to 
gross intrastate operating revenues.'® 
Similarly, Louisiana !° and Tennessee” 
added to their commissions’ resources 
by increasing the annual inspection and 
supervision fees (graduated according to 
gross revenues) that utilities in the state 
must pay. 

IlJinois now includes applications to 
issue securities among the proceedings 
whose cost may be assessed against the 
petitioning companies. The law also 
provides that a company shall bear the 
expense to the commission of defending 
its actions in the state or federal courts, 
and has raised the assessment limit, in 
effect, by the change from a maximum of 
lz of 1% of utility revenue per year to 
an amount during any two successive 
calendar years equal to 1% of the 
utility’s gross intrastate revenue in the 
first of the two years.”! 


established in 1934. See 11 Journal of Land & Public 
Utility Economics 298 (August, 1935). 

20 Laws 1935, Cc. 139. 

21 Laws 1935, p. 1099. 
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Rate Procedure and Control 

Few additions were made to the com- 
missions’ authority over rate matters. 
One state was given the right to secure 
rate reductions by negotiation, thus 
short-cutting the usual formal procedure. 
The right to suspend rates was extended 
to several other states which have been 
seriously hampered in the past by the 
lack of positive authority to initiate 
proceedings on their own motion. 

Emergency Rate Reductions. Easing 
of the pressure for emergency rate re- 
ductions is seen in the fact that legisla- 
tion upon this once significant subject 
has practically stopped. New Jersey 
authorized its Board of Public Utility 
Commissioners while any rate hearing is 
pending “to negotiate and agree with 
any public utility for an adjustment of 
the individual rates In no event 
shall such adjustment be regarded as 
contractual.” North Dakota not only 
retained but extended the applicability 
of its rather forthright emergency pro- 
vision. In 1933 the Board of Railroad 
Commissioners was directed upon peti- 
tion of 25% of a company’s customers to 
negotiate for rate reductions, and if in 
30 days a 15% reduction was not offered 
by the company, to order a 25% cut. 
The 1935 amendment permits the Com- 
mission to invoke this procedure upon 
its own motion.” 

Suspension of Proposed Rates. Rate 
control in Arkansas and Connecticut 
has been materially strengthened by 
the authority to suspend rates when 
they are filed pending an investigation 
of their reasonableness, and to set them 
aside or modify them if found unjust, 
unreasonable, or discriminatory. In 
Connecticut the commission must make 

2P.L. 1935, c. 49. 


% Laws 1935, c. 253, $2. 
* Cumulative Supplement to the General Statutes 


1931, 1933, 1935, c. 196, § 1414 c (d), p. 592. 
% Acts 1935, No. 324, § 18. 
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an investigation if so directed by the 
Governor. In this State* no limit is 
fixed on the period of suspension. Ar- 
kansas,” however, may first order a 
suspension of only go days, and then 
extend it for not to exceed six months. 
In both states, however, the utility may 
elect to put the rate into effect im- 
mediately if it files a bond to cover any 
overcharges during the period of liti- 
gation. 

South Carolina enacted a bill to pro- 
vide that when a utility company 
appeals from a commission order re- 
ducing rates it must give bond to the 
Tax Commission: 


“sufficient to cover the amount that may 
become due to customers by way of refund 
during the time that the operation of the 
rate-fixing order is stayed .. . "6 


North Dakota procedure for forcing 
emergency rate reductions”? is now 
slightly modified to permit the utility 
to file a bond instead of depositing funds 
when it secures a stay or commission 
order pending the completion of judicial 
review.”® 

The new Arkansas act provides the 
Department of Public Utilities with the 
authority to make valuations’ and pre- 
scribe depreciation rates. The depre- 
ciation control is one of the strongest 
given any state agency. It empowers 
the Department to: 


“require any or all public utilities to carry 
a proper and adequate depreciation account 
. . . 3 ascertain and determine and by order 
fix the proper and adequate rates of depre- 
ciation of the several classes of property of 
each public utility. Each public utility shall 
conform its depreciation accounts to the 
rates so ascertained, determined and fixed 
by the Department.’ 


% Acts 1935, No. 23. 

27 See 11 Fournal of Land & Public Utility Economics 
175 (May, 1935) for original act. 

*8 Laws 1935, c. 253, §3. 

29 Acts 1935, No. 324, §§ 19, 21. 

30 Thid., § 20. 
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Control over Securities and Dividends 

Several states during 1935 gave tardy 
recognition to the need for control over 
security issues and dividend payments. 
Arkansas*! and Connecticut were given 
authority to control issuance of new 
securities, other than notes maturing 
within 12 months from the date of 
issue. The Arkansas Commission was 
also directed specifically to limit the 
amount of the issue to the fair value of 
the underlying property and to require 
an accounting for the disposition of 
proceeds. 

Massachusetts, whose security regu- 
lation has for years been a keystone in 
its control over rates, moved to close 
one bothersome gap by reducing the 
maturity of short-term obligations ex- 
empted from control from three years 
to one year.* 

Illinois struck out the requirement 
in its law that applications for security 
issues must be made within five years 
of the time when the capital additions 
are completed. 

Several more states have also been 
added to the long column of those hav- 
ing the authority to control the pay- 
ment of dividends. This control has 
been extended to many of the strongest 
commissions in the past few years in the 
-hope of preventing dissipation of assets, 
particularly at the hands of holding 
companies. 

The 1935 New Jersey law states very 
simply that its Board of Public Utility 
Commissioners may “prohibit any pub- 
lic utility corporation from paying divi- 
dends except from surplus or net 
profits’. Utah requires its utility 
companies to serve prompt notice upon 
the commission, as well as to publish 

31 Tbid., §§ 58-59. 

® Cumulative Supplement to the General Statutes, 
1931, 1933, 1935, ¢. 196, § 1414¢ (c), p. S9I. 

3 Laws 1935, Cc. 222. 

4 Laws 1935, pp. 1096-8. 


notice in the newspapers, of any dividend 
that is declared. The commission may 
prohibit any dividend disbursement that 
impairs the capital account. The 
Illinois Commerce Commission, which 
has had control over dividends since 
1933, may now attach to its order such 
conditions ‘as may be necessary to 
safeguard the public interest”. 

New Jersey now has authority to 
approve of utility company investments 
to the extent that they are made with 
depreciation funds. The latter may be 
invested without specific authority in 
securities which are legal for savings 
banks or in securities issued by under- 
lying companies located in New Jersey. 
Other investment of the funds may be 
made only upon securing commission 
approval. The latter may also require 
the utility to dispose of any securities 
in which the fund is now or may be 
hereafter invested.** 


Holding Companies and Affiliated 
Interests 

The movement to bring holding com- 
panies and other affiliates under juris- 
diction of state public service commis- 
sions has continued through 1935.% 
Perhaps the greater persistence of this 
phase of legislation is traceable to the 
fact that it was the last to be brought 
under control and therefore the least 
advanced. 

The belated federal legislation alters 
substantially the whole situation as 
regards the responsibilities and juris- 
diction of state commissions. Yet the 
imminence during the 1935 legislative 
period of the passage of the federal 
holding company act is reflected in the 
actions taken by only a few states 

%P. L. 1935, c. 46. 

% Laws 1935, c. 67. 

37 Laws 1935, pp. 1098-9. 

38 P. L. 1935, c. 61. 


39 See 11 Fournal of Land €? Public Utility Economics 
177 (May, 1935) for earlier legislation. 
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unless, indeed, it is seen in their failure 
to act pending completion of the federal 
program. Connecticut issued its so- 
called ‘‘declaration of independence,” 
while on the other hand at least three 
states took steps to facilitate coopera- 
tion with federal agencies. 

The Connecticut Legislature issued 
what appears to be a direct challenge 
to further encroachment by federal 
agencies. It tried to retain exclusive 
jurisdiction for its own commission by 
outlawing all attempts at control by 
other government or foreign holding 
companies. The purpose of the Con- 
necticut bill is stated frankly to be: 


“to assure to the State of Connecticut full 
power to regulate its public service corpora- 
tions, to increase the powers of the public 
utilities commission, and to promote local 
control of the public service corporations of 
this State’. 


A holding company is defined in Con- 
necticut’s act as any corporation, asso- 
ciation, or person, which controls solely 
or jointly, directly or indirectly, any 
water, gas, or electric company. The 
law then provides that: 


“No gas, electric or water company, or 
holding company, or any official, board or 
commission purporting to act under any 
Piancinel | authority other than that of 
this State or of its divisions, municipal cor- 
porations or courts, shall interfere with or 
attempt to interfere with or exercise au- 
thority or control over any gas, electric or 
water company incorporated by this state, 
or with or over any holding company in- 
corporated by this state and doing the 
principal part of its business within this 
state, without having first obtained the 
approval of the commission, except as the 
United States may properly regulate actual 
transactions in interstate commerce. Any 
action contrary to the provisions of this 
section shall be voidable on order of the 
commission’’.“ 


40 Cumulative Supplement to the General Statutes, 


1931, 1933, 1935, c. 196, § 1414¢ (f), p. Sol. 
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It is too early to appraise the strength 
of such a declaration of policy. The 
act at least expresses in unmistakable 
language one very understandable atti- 
tude toward assumption of further 
authority in Washington. 

Nearby Massachusetts broadened 
substantially its commission’s authority 
over affiliated interests. To its former 
authority to examine their books, its 
jurisdiction over “up-stream loans,” 
and control over security issues through 
its Blue Sky Act, the 1935 legislation 
added the following: 

“The department shall have general super- 
vision of every affiliated company .. . 
with respect to all relations, transactions 
and dealings, direct or indirect, with the 
gas or electric company with which it is 
affiliated, which affect the operations of 
such gas or electric company, and shall 
make all necessary examination and _ in- 
quiries and keep itself informed as to such 
relations, transactions, and dealings as have 
a bearing upon the price of gas or electricity 
supplied by such company or the quality 
thereof. Such relations, transactions and 
dealings . . . shall be subject to review and 
investigation by the department . . . and 
the department may order such affiliated 
company to be joined as a party respondent 
with such gas or electric company in such 
a proceeding”. 

The burden of proving the reasonable- 
ness of such transactions rests with the 
companies.*! 

Two other states have been given 
control over intercompany transactions 
for the purpose of assuring to operating 
companies the same terms they might 
be presumed to secure in arms-length 
dealing in the open market. These 
two states are New Jersey and West 
Virginia. New York has had such author- 
ity for some time but now has gone to 
the length of requiring competitive bid- 
ding on plant construction projects 
costing $25,000 or more.” 


41 Laws 1935, C. 335, C- 164. 
# Laws 1935, C. 13. 





398 


The New Jersey law now requires 
prior commission approval of all man- 
agement, advisory service, construction, 
or engineering contracts made between 
a utility company and an “affiliated 
interest” if the consideration involved 
is greater than $25,000. All loans to 
affiliates must likewise secure approval. 
The Board is specifically directed to 
turn down contracts which fix a price 
in excess of “fair compensation.” In 
checking the latter, the Board may avail 
itself of the books and records of affili- 
ated interests so far as they relate to 
the transaction under review. An 
affiliated interest is defined as one con- 
trolling 5% of a utility company’s 
capital stock, together with the sub- 
sidiaries of such an affiliate.“ 

The short West Virginia statute pro- 
hibits any utility from entering into any 
contract or arrangement with an affili- 
ated corporation or interest unless prior 
approval has been secured from the 
commission. The commission may give 
its consent 
“upon proper showing that the terms or con- 
ditions thereof are reasonable and that 
neither party thereto is given an undue ad- 
vantage over the other, and do not ad- 
versely affect the public in this state”.“ 


Transactions not approved are void 
“to the extent that the interests of the 
public in this state are adversely 
affected.” 

Illinois has made minor changes in 
its two-year-old comprehensive law gov- 
erning affiliated interests. Here the 
amendments were designed to make the 
laws more workable, not by expanding, 
but by reducing the commission’s juris- 
diction. Affiliated interests were so 
broadly defined in the original bill as 


#&P. L. 1935, c. 44. 

Acts 1935, c. 115. 

4 See 11 Fournal of Land & Public Utility Economics 
177 (May, 1935). 

“ Laws 1935, pp. 1095-6. 
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to include many business firms only 
remotely connected with the utility 
company through a common officer, 
director, or diminutive minority hold- 
ing of stock, clearly too small to influ- 
ence the utility corporation’s policy.* 
Transactions between the utility: com- 
pany and such interests came within 
the commission purview. Carefully 
drawn blanket approval has been given 
to such transactions to facilitate every- 
day transactions while retaining ulti- 
mate control in the commission. To 
relieve itself of further control over such 
transactions an amendment has been 
secured which excludes from the com- 
mission’s jurisdiction 

“arrangements made in the ordinary course 
of business covering normal requirements 
at not to exceed standard or prevailing 
market prices”. 

In a similar way it was found advis- 
able to narrow somewhat the approval 
required of the commission over man- 
agement and other service contracts 
with affiliates. It may now “consent to” 
rather than “approve” of service con- 
tracts, and such consent “shall not con- 
stitute approval of payments there- 
under for the purpose of computing 
expense of operation in any rate pro- 
ceedings.””4” 

It may also be mentioned at this 
point that the newly reorganized com- 
missions of Arkansas,** Utah,*? and West 
Virginia®° now have been given authority 
over the lease and consolidation of 
utility properties, and acquisitions of 
stock control. 


Foint Regulation 
Certain commissions have for some 


time possessed the authority to nego- 
tiate and cooperate with commissions 


47 Ibid, 

48 Acts 1935, No. 324, §§ 56-57. 
49 Laws 1935, c. 68 

50 Acts 1935, C. I15. 
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of other states or of the Federal Gov- 
ernment. Thus, in 1933 the neighbor- 
ing states of Connecticut, Massachu- 
setts, and Vermont each enacted legis- 
lation enabling their utility commis- 
sions, under the compact clause of the 
Constitution: 
“to enter into compacts [with other states] 
for the purpose of establishing joint 
regulation and control of rates for electricity 
and gas transmitted between such states.” 


In 1932, South Carolina gave its com- 
mission similar authority.*! 

This year the possible scope of co- 
ordinated regulation has been extended 
to federal as well as to other state 
agencies. The Arkansas Department of 
Public Utilities is permitted to 
“cooperate with the regulatory commissions 
of other states and of the United States, 
and may hold joint hearings, and make 
joint investigations, with such commis- 
sions.”’5? 

Both the Illinois and the New Hamp- 
shire commissions were authorized to 
deal with any federal agency. Until 
this time both these commissions had 
been restricted to dealings with other 
state commissions or with the Inter- 
state Commerce Commission. Vermont 
has opened the way to cooperation on 
the score of accounting by providing: 
“public utilities under the jurisdiction of a 
federal commission shall not be required to 
keep any system of accounts and records, 
which would conflict with any requirement 
of such federal commission.”® 

These new provisions are explicit recog- 
nition of the widening sphere of federal 
activity.*6 

Concurrent Furisdiction. The Arkan- 
sas Department of Public Utilities and 


51 See 11 Fournal of Land & Public Utility Economics 
186 (May, 1935). 

8 Acts 1935, No. 324, § 8 (b). 

8 Laws 1935, pp. 1093-4. 

4H. B. No. 3or. 

5 P. A. 1935, No. 161. 

5% Further influence of the federal activities is seen 


the municipalities of the State now 
share original and concurrent jurisdic- 
tion over rates, service and extension 
of lines. To prevent duplication of 
administration, it is provided that 


“cities and towns shall take no action with 
respect to any matter under investigation 
by the Department until the same has 
finally been disposed of by the Department, 
and the Department shall take no action 
with respect to any matter which is the sub- 
ject of an ordinance or resolution pending 
before the council or commission of any city 
until the same has finally been disposed 


0f 
Appeals may be taken from an order 
of the municipality to the Department, 
but the latter may not set it aside with- 
out securing from the utility company 
a bond to guarantee its ability to re- 
fund any overcharges. 
Conclusion 

The determination of public policy 
has dominated the public utility situa- 
tion in the past five years. A solution 
seems to have been reached, for the 
time being at least, in the new regula- 
tions which have been established and 
intrusted to the direction of the 
strengthened administrative agencies. 
Further legislative change in these 
states may be withheld until the latest 
statutes can be given a trial. Emphasis 
may therefore shift during the next 
year or two to the policies established 
by the commissions in administering 
their new authority. A probable sub- 
ject for further legislation now seems 
to be the need for establishing a new 
balance between state and federal 
agencies. 


in the course taken by Tennessee (Laws 1935, c. 42) 
and Alabama (H. B. 37, 1935) to exclude from juris- 
diction of their commissions all federal or municipal 
undertakings. This exemption is also extended to com- 
panies the majority of whose voting stock is owned by 
government agencies. Tennessee has excluded from its 
commission’s jurisdiction cooperatives not engaged in 
business for a profit. 
57 Acts 1935, No. 324, § 15. 
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The National Housing Problem 


HE housing problem may be divided 
into two parts: the one economic, the 
other social. The economic problem is to 
keep the supply of houses, or more correctly 
of dwelling units, in reasonable relation to 
the demand for them. The social problem 
is to keep the rent and the purchase price 
of decent dwelling units within the means 
of those who wish to live in them. 
Overriding these problems in importance 
is the question of the part which govern- 
ment should play in cheir solution. For 
the extent to which public effort is per- 
mitted to supplant private enterprise will 
largely determine the character of our insti- 
tutions in years to come, and even more 
so the character of the men living under 
those institutions. History affords number- 
less examples of governments which, in 
seeking a little more efficiency, a little more 
administrative skill, have sought to do for 
their citizens what they themselves should 
do. But, as John Stuart Mill said, ‘‘a State 
which dwarfs its men, in order that they 
may be more docile instruments in its hands 
even for beneficial purposes—will find that 
with small men no great thing can really be 
accomplished.” 


The Economic Problem 


The relation of supply to demand, in so 
far as houses are concerned, is profoundly 
affected by periods of prosperity and depres- 
sion. In the former, demand advances by 
leaps and bounds while supply stumbles 
slowly after. In the latter, demand recedes 
even more quickly, supply remaining almost 
stationary. 

It is through one of these latter periods 
that we have just passed. As incomes have 
been cut, families have reduced the size of 
their living quarters, have doubled up, and 
tripled up. Boys and girls who ordinarily 
would have married have postponed the 
day thereof. Landlords have found their 
houses empty, their rents below the cost 
of maintenance. Banks and insurance com- 
panies have found themselves the holders 
of small homes and large apartment houses, 


the original owners of which could no longer 
afford to meet their obligations. 

We are now entering upon a period which 
promises to be quite the opposite. Through- 
out the country vacancies are diminishing 
—where they were 20% they are now 2%; 
rents are beginning to rise; and new con- 
struction is getting under way. Indications 
are that, if events are allowed to take their 
course, the United States will soon be faced 
with a housing shortage. Returning pros- 
perity will result in a rush of youth to the 
altar, in the undoubling of families, in a 
demand for larger quarters. 

It will be necessary to build new houses - 
and to remodel old ones in order to meet 
this economic demand, but it will be impos- 
sible, as usual, for supply to keep up with 
demand. The result will be sky-rocketing 
prices and sky-rocketing rents, which may 
result in the building of ill-planned and 
badly constructed buildings, in the passage 
of rent laws, and in all the other difficulties 
incident to a housing shortage. 

If this analysis of the immediate future 
is correct, it is patent that the economic 
problem is to stimulate building now in 
order to anticipate the boom and avoid some 
of its evils. 

In the future the problem will be the exact 
opposite; that is, to deter new building in 
preparation for a depression. 


The Social Problem 


The problem of keeping a proper relation 
between income and the cost of maintain- 
ing a decent home is quite different from the 
problem of satisfying an economic demand. 
The economic problem is easily susceptible 
to logical analysis; the social problem is 
difficult to analyze because it arouses our 
feelings and emotions. 

In order to have a clear understanding 
of the nature of the social problem, it is 
necessary in the first place to define a de- 
cent home. It is one thing to put up clean, 
sanitary dwellings of truly low cost, and 
quite another to put up expensive dwellings 
containing all modern conveniences, which 
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can be rented cheaply only by means of 
large subsidies. 

When decent homes have been defined, 
an inventory of their number and size in 
relation to the number and size of existing 
families must be made. For only if these 
figures are known can one estimate how 
many old dwellings should be remodeled 
and new ones built, and how large the units 
should be. 

Then arises the question of finance. In 
what way can the difference be made up 
between the rent which owners must ask 
and which tenants can afford to pay? Re- 
turning prosperity will solve part of the 

roblem, at least until the next depression, 

ut for many years there are bound to be 
a certain number of families whose incomes 
and whose rent-payments can be brought 
into correspondence only through some sort 
of subsidy. 


The Problem of Government 


The part which should be played by 
government in the solution of these two parts 
of the housing problem is the question. On 
the one hand stand those who feel that 
government should supersede private ini- 
tiative and enter the real estate business 
itself; on the other hand are aligned those 
who would deny government any part in 
the housing field. Between these two camps 
there is no ground for compromise, for their 
views are based on sentiment and emotion 
rather than reason and logic. 

In so far as the economic problem of 
housing is concerned, Congress has cast the 
die for private initiative. The Home Loan 
Bank System, the Farm Credit Adminis- 
tration, and the Federal Housing Admin- 
istration are all designed to promote private 
financing of homes. Direct lending by the 
government to home owners, an emergency 
measure of inestimable value, is drawing 
to a close. The course of the Administra- 
tion in this part of the housing field is ac- 
cordingly very clear: it is to stimulate and 
encourage the resumption of private build- 
ing through a better organization of the 
mortgage market and through mutual mort- 
gage insurance. In this category may be 
placed, too, the enlargement of the work 
of the Bureau of Standards, and the en- 
couragement of such research studies as the 
Real Property Inventory, the Financial 
Survey of Urban Housing, and the statisti- 
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cal investigations of the Department of 
Agriculture. 

The path which the government will 
follow in the solution of the social problem 
is less clear. The building of moderate- 
rental housing by private capital under the 
plan of the Federal Housing Administration, 
if rigorously developed, will do much to 
relieve the present situation. But that large 
part of our citizenry which cannot afford 
to pay an adequate rent for housing and 
which is now badly housed remains un- 
provided for. The determination of the 
number of such families, how they are to 
be selected for admission to the housing 
provided, the amount of subsidy needed, 
and the possibilities of raising the necessary 
funds are questions to which sufficient 
thought has not yet been given. 

Other questions of import remain to be 
answered. One of these relates to the form 
of subsidy: Should part of the building costs 
be written off at the outset, should the 
owning corporation receive an annual grant, 
or should rent allowances be given to poor 
families? Another relates to the source of 
funds: Should the Federal Government 
bear the full cost of the subsidy or should 
it share the cost with state and local govern- 
ments and with private individuals? <A 
third relates to building and management: 
Should the Federal Government select the 
sites for new buildings, construct them and 
undertake their management, or should one 
or all of these functions be delegated to 
local authorities or private agencies? 

Then the relation of the social to the 
economic problem must be considered, for 
to a certain degree the two are interdepend- 
ent. The solution of the one may imple- 
ment or may interfere with the solution of 
the other. Under a careful system of con- 
trols, subsidized housing may be kept out 
of competition with building for investment; 
under a careless system it may enter into 
competition and drive private capital from 
the field of building. Under one plan the 
housing program may be a national asset; 
under another, a national liability. 


Conclusion 


The Federal Government has entered the 
housing field for many different reasons and 
that field has been viewed from many points 
of reference by persons of the most diverse 
opinions and prejudices. The time has come 
when we must take stock of the situation 
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to the end that not merely the Federal 
Government but the nation as a whole may 
bend every effort to the carrying out of a 
sound reasonable program, designed to serve 
not only its material but its spiritual and 
moral needs. Certain activities, having 
served their purpose, must be discontinued; 
and certain others, designed for perma- 
nence, must be expanded. 

The emergency and the need for hasty 
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improvisation are over. We must now, in 
the words of Jeremiah, “make a stand upon 
the ancient way and then look about us 
and discover what is the straight and right 
way, and so to walk in it.” 


PETER GRIMM 


Assistant to the Secretary of the Treasury; 
Assistant Director of the National Emergency 
Council. 


Government and Private Mortgage Loans on Real Estate 


RIVATE and public policy with re- 

gard to real estate financing, particu- 

larly urban mortgage financing, will be 
under discussion and determination during 
the coming months. This makes a factual 
canvass of the status quo pertinent and 
timely. 

Three stages may be noted in the develop- 
ment of the mortgage credit market in this 
country. A hundred years ago mortgage 
funds were made available almost exclusively 
through private individuals. During the 
century just passed, private trustee institu- 
tions, such as building and loan associations, 
savings banks, insurance companies, and 
trust companies have developed and as- 
sumed a dominant position. The Federal 
Land Banks were established in 1916, and 
their activities were confined to the farm 
field. However, starting about 1933, a third 
era emerged in which the Federal Govern- 
ment has not only greatly expanded the 
extent and character of its farm mortgage 
lending operations, but also embarked on 
numerous mortgage lending activities in the 
urban field through several new agencies. 

A commencement orator once took as his 
subject, “Whither are we drifting and, if 
so, to what extent?” In an attempt to 
assemble some data with which to survey 
the problem and with which to seek some 
tentative answers, a small group, represent- 
ing the four types of trustee institutions, 
retained the Brookings Institution to make 
a survey of government and private mort- 
gage loans on real estate.!. The report ar- 
rived at no important conclusions, but 
merely summarized the existing situation. 

The report has been privately circulated 


1The members of the Committee representing the 
four types of institutions were: Mr. R. Graeme Smith, 
Assistant Secretary, Connecticut General Life Insur- 
ance Co., Hartford, Connecticut, Chairman; Mr. 
C. Lester, Vice-President, Bowery Savings Bank, New 
York City; Mr. Walter McMeekan, Vice-President, 


among the institutions at whose instance 
the survey was undertaken. Because of 
the improbability that the report will ever 
be printed in its entirety, this summary 
has been prepared. The data here pre- 
sented are taken directly from the original 
report, except for the addition of certain 
more recent figures now available; the de- 
scriptive material has been considerably 
shortened; and in conclusion some questions 
as to the implications of the data for future 
policy have been raised. 

The relation and impact of government 
rates and terms upon the larger and (from 
the point of view of business activity) more 
important private capital market must be 
thoughtfully considered and these data are 
presented for the contribution they make 
to an impartial study of this problem. 
Government activity in the mortgage lend- 
ing field will be described first. 


The Farm Credit Administration 


On May 27, 1933, the. Farm Credit Ad- 
ministration was established by executive 
order to become the successor of the Federal 
Farm Loan Board and, in addition, to con- 
solidate several government agencies which 
had been providing agriculture credit. Ac- 
tivities of this agency are confined entirely 
to the farm mortgage field. The first gov- 
ernment provision for real estate mortgage 
credit had been made in an act passed July 
17, 1916, which authorized establishment of 
regional Federal Land Banks and Joint Stock 
Land Banks under the supervision of the 
Federal Farm Loan Board. The Federal 
Government subscribed to most of the stock 
of the Federal Land Ranks, but the funded 


Manufacturers Trust Co., New York City; and Mr. 
Morton Bodfish, Executive Vice-President, United 
States Building and Loan League, Chicago, Illinois. 
The actual work of preparing the report was done 
by Laurence F. Schmeckebier and colleagues of the 


Brookings staff. 
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obligations of these banks and all securities 
of the Joint Stock Land Banks were sold to 
the public. 

In response to an insistent demand for 
farm mortgage relief, the Congress had 
passed (May 12, 1933) the Emergency Farm 
Mortgage Act of 1933, with the administra- 
tion of its provisions vested in the Farm 
Credit Administration. This Act had a 
number of important provisions. In the first 
place, the issuance of additional bonds of 
the Federal Land Banks was authorized, 
the amount not to exceed two billion dollars 
and the interest to be guaranteed by the 
United States Government. The Act also 
provided for reduction of the interest rate 
on loans of the Federal Land Banks from 
5% to 414% and a moratorium on the prin- 
cipal for a pone of five years, during which 
time the Government contracted to reim- 
burse the banks for the reduction in interest.” 

Provision was made in the Act for dis- 
continuing the issuance of loans and bonds 
of the Joint Stock Land Banks. In order 
to insure orderly liquidation of these banks, 
the R.F.C. was authorized to advance 100 
million dollars to the Land Bank Commis- 
sioner of the Farm Credit Administration, 
¥ of which might be used to postpone fore- 
closures resulting from default. The RFC 
was further authorized to advance 200 
million dollars to the Land Bank Commis- 
sioner for direct loans on farm properties. 

In January, 1934, another act authorized 
the creation of a new agency, the Federal 
Farm Mortgage Corporation, also to be 
supervised by the Farm Credit Administra- 
tion. This Act terminated the authority of 
the Federal Land Banks to issue bonds 
guaranteed by the Government, and at the 
same time made provision for the issuance 
of bonds by this new Corporation to the 
extent of two billion dollars to finance the 
lending operations of the Federal Land 
Banks. These bonds are guaranteed both 
as to principal and interest by the United 
States Government. As of December 31, 
1934, $979,613,300 of these bonds had been 
issued, $579,453,480 of which were secured 


2 The policy of determining interest rates by legisla- 
tive fiat and extending indulgence to nation-wide 
groups of debt without consideration of their individual 
needs and abilities is a dangerous public policy. Rates, 
terms, and indulgences should be matters of compro- 
mise between the rights, obligations, and abilities of 
debtors and creditors. If Government acts on a sweeping 
scale on behalf of debtors, not only is serious damage 
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by deposit of consolidated Federal Land 
Bank bonds, leaving $400,159,820 not cov- 
ered by deposit of underlying bonds. 

This Act also provided that 600 million 
dollars of the two billion dollar bond issue 
might be used by the Land Bank Commis- 
sioner to make direct loans on farm prop- 
erties. This, added to the previous authori- 
zation, rendered 800 million dollars avail- 
able for these loans. 

On September 30, 1935 the outstanding 
loans of the Federal Land Banks and 
Land Bank Commissioner amounted to 
$2,812,709,593. In addition to this amount 
$22,762,709 has been paid to the Federal 
Land Banks to recompense them for reduc- 
tion of interest rates. These amounts do not 
include government interest in agencies ad- 
vancing short-term agricultural credit. 


Federal Home Loan Bank Board and Home 
Owners’ Loan Corporation 


Among the emergency measures passed 
by Congress in early 1932 was one perma- 
nent agency designed to buttress institutions 
operating in the home mortgage field— 
namely, the Federal Home Loan Bank 
System. This was created to facilitate the 
expansion of local mortgage lending activi- 
ties, and was to be supervised by the Federal 
Home Loan Bank Board created by the act 
of June, 1932. In establishing the System, 
the country was divided into 12 districts, 
in each of which a Federal Home Loan Bank 
was organized for the purpose of extending 
long- and short-term accommodation to 
building and loan associations, savings banks, 
and similar institutions engaged in home 
financing. Local institutions, principally 
building and loan associations, have bought 
approximately $23,000,000 of stock in the 
System and the act provides for the retire- 
ment of the balance of the stock which was 
subscribed for by the United States Treasury. 

The banking crisis and the continued de- 
pression made additional and broader legis- 
lation necessary to supplement the work of 
the 12 Federal Home Loan Banks and to 
relieve the pressure on the mortgage market, 


done to the mortgage market, from the point of view 
of private capital, but the basis for continued uneco- 
nomic rates and indulgences is laid and public clamor 
is continuously raised for more and more preferential 
treatment. This inevitable trend is clearly set forth 
as one examines the history of interest rates and terms 
of the Government with regard to farm mortgages. 
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resulting from foreclosures, maturities of 
short-term home mortgages, and the need 
for cash on the part of mortgage lending 
institutions. Thus in June, 1933 the Con- 
gress authorized and directed the Federal 
Home Loan Bank Board to create the Home 
Owners’ Loan Corporation, with a capital 
stock not to exceed 200 million dollars to be 
entirely subscribed by the Treasury of the 
United States. This was to be in every sense 
of the word an “emergency” institution 
which was to relieve the mortgage strain 
and then liquidate. 

To secure additional funds, the Corpora- 
tion was authorized to issue bonds to the 
extent of two billion dollars, guaranteed as 
to interest by the Federal Government. In 
April, 1934, the Corporation was authorized 
to issue the same amount of bonds guaran- 
teed as to both principal and interest, which 
were to be exchanged within six months for 
the original issue. The bonds which were 
guaranteed only as to interest carried a 4% 
rate, while the rate on those which replaced 
them has varied from 3% to 14%, though 
only a small amount has been issued at less 
than 234%. The authorized issue of HOLC 
bonds has been subsequently increased, so 
that at the present time the total authoriza- 
tion amounts to 4,750 millions. 

Up to October 3, 1935, the HOLC had 
made 924,041 loans, totaling $2,747,598,482. 
Of this amount $48,196,238 was spent in re- 
conditioning properties and $190,000,000 
in delinquent tax payments. Of the 960,856 
additional applications which have been 
filed, 775,503 have been examined and with- 

rawn “for future consideration,’ which 
means, in general, that they have been found 
ineligible for one reason or another under 
existing rules, and 185,353 are pending for 
examination, with the possibility of their 
being approved. 

While this agency has been providing 
emergency relief to home owners and, there- 
fore, assistance to lending institutions, the 
real problems of the Corporation are ahead 
of rather than behind it. Accurate figures 
are not available as to delinquencies, either 
of principal or interest, and it is doubtful 
whether the real estate market will be so 
resilient as to save the Corporation from 
losses on many of its 80% loans. The mort- 
gage portfolio of the Corporation, however, 
includes many excellent mortgages, where 
borrowers quite able to discharge their obli- 
gations to private institutions have volun- 
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tarily defaulted and obtained the more pref- 
erential Government financing intended for 
citizens really in distress but having some 
equity in their real estate. From such infor- 
mation as is available, it is estimated that 
payments in excess of $40,000,000, or approx- 
imately 20% of the total, are delinquent 
go days or more. On August 31, 1935, the 
Corporation had instituted foreclosure pro- 
ceedings in 1,459 cases and had come into 
possession of 192 houses. 


Reconstruction Finance Corporation 


The RFC was created early in 1932 to 
provide emergency funds for financial insti- 
tutions. The original act authorized the 
Corporation to make loans for a one-year 
period only, but the President was given 
authority to extend its operations for a 
second year. This was done and its loan 
operations have since been extended by 
legislative enactment to February I, 1937. 

The RFC obtains its funds through sale 
of notes, guaranteed as to both principal 
and interest by the Government. Practi- 
cally all these notes have been purchased 
by the United States Treasury which has, 
in turn, sold Treasury notes to the public. 

Operations of the RFC itself have not 
been extensive in the mortgage field. It 
was authorized by the Emergency Relief 
and Construction Act of July 21, 1932 to 
make loans on self-liquidating projects. 
Later, upon creation of the PWA, this 
authority was transferred to the Adminis- 
trator of Public Works, but the RFC was 
subsequently authorized to make additional 
advances for completion of projects begun 
prior to creation of the PWA, and to make 
loans for repairing buildings damaged by 
earthquake. The total amount of these 
self-liquidating projects, which may be re- 
garded as mortgages, is only about 10 
million dollars. 

The Act of January 31, 1935, which pro- 
vides that the RFC may subscribe to the 
stock of mortgage loan companies in an 
amount not to exceed 100 million dollars, 
is of more significance in the mortgage lend- 
ing field. In accordance with this provision, 
the Corporation has organized the RFC 
Mortgage Company, with a capital stock of 
10 million dollars, and has subscribed to all 
this stock. The mortgages which the Com- 
pany acquires may be rediscounted with 
the RFC. 

The purpose of the RFC Mortgage Com- 
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pany is to make loans on types of property 
which have not been accommodated by 
other government agencies and is not to 
compete with private lenders on real estate 
“where loans may be had from them on 
reasonable rates.” Loans of the following 
varieties were to be made: (1) on income- 
producing business property, including 
apartments, hotels, and business and office 
buildings, on which mortgage loans are in 
default or about to mature; (2) to individual 
distressed holders of mortgage bonds and 
mortgage certificates; (3) for construction 
of new buildings for which there is an 
economic need. 

As of October 7, 1935 the loans and com- 
mitments authorized by the RFC Mort- 
gage Company and approved by the RFC 
totaled $18,128,820, of which $2,354,600 
was for new construction and $15,773,695 
was for refinancing. 


Federal Housing Administration 


The National Housing Act, approved 
June 27, 1934, created the Federal Housing 
Administration which has three major pur- 
poses: insurance of loans for renovation;' 
insurance of long-term mortgages; and the 
creation and supervision of national mort- 
gage associations. The FHA, contrary to 
general opinion, has no capital with which 
to make loans. Money for carrying out 
the purposes of the National Housing Act 
is to be supplied entirely by private enter- 
prise, predominantly commercial banks, 
operating on a lending plan essentially the 
same as that of building and loan associa- 
tions. The Government’s function is 
merely to protect the lender against. loss 
through insurance of the mortgage, for 
which the borrower pays an annual premium. 

Title II of the Act, dealing with insurance 
of long-term mortgages, provides for insur- 
ance of mortgages on two kinds of properties: 


(1) dwellings with a maximum capacity of 


four families, and (2) low-cost, limited- 
dividend housing projects. 
Cost of this insurance for dwellings is 14 


3Since loans for renovation are not secured by 
mortgage, they need not be considered here. However, 
in passing it may be remarked that the repair and re- 
habilitation program conceived under Title I was an 
extremely sound and wise project. In its actual admin- 
istration it has been directed largely toward establish- 
ing short-term personal credit facilities in commercial 
banks and the concept of renovation or modernization 
has now been expanded to include ordinary sale and 
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of 1% per annum of the original principal 
of the mortgage. Thus, the annual insurance 
premium remains the same throughout the 
life of the mortgage and the carrying charge 
in the later years becomes an increasing per- 
centage of the unpaid principal balance. 

Activities of the FHA along these lines 
have apparently not met with a great deal 
of enthusiasm on the part of those who 
were expected to take advantage of the plan. 
In recent months the FHA has declined to 
state how many mortgages it has insured or 
the amount of these mortgages, on the theory 
that these figures would not give a fair pic- 
ture of what it is doing. On September 16, 
1935, announcement was made that the total 
of mortgages “selected for appraisal” was 
$165,236,197, along with the statement that 
it was estimated that 29% of these will be 
rejected and 40% are for new construction.‘ 
The term “selected for appraisal” means 
only that the FHA has agreed to appraise 
properties represented by these mortgages. 

Information on the second type of insur- 
ance—for low-cost housing—is more difficult 
to obtain. This insurance was not designed 
to provide for slum clearance or to furnish 
housing to the lowest income class, but 
rather to those able to pay approximately 
$50 a month for dwelling units. Up to the 
end of April, 1935, applications had been re- 
ceived for 80 projects, with a total value of 
250 million dollars. At least 15 of these, 
with a value of 25 million dollars, appeared 
likely to be approved. 

Under Title III, which provides for the 
incorporation of national mortgage associa- 
tions to be supervised by the Federal Hous- 
ing Administrator, little has been done and 
to date (October, 1935) no association has 
been formed. Originally each association 
was to be required to have a capital stock 
of not less than five million dollars and was 
authorized to borrow an amount not exceed- 
ing IO times its capital stock and not in 
excess of the mortgages held by it. An 
amendment provides for a minimum capital 


financing of refrigerators, plant equipment, and the 
like. 

41In the spring of this year, figures as to the number 
and amount of these mortgages were given out. On 
April 20, the number of individual applications was 
5,825, amounting to $24,433,000. Of this total, definite 
commitments had been made for 2,770, amounting to 
$12,101,600, while 752, representing $2,875,600, had 
been definitely rejected, leaving 2,303 applications for 
$9,445,800 under consideration. 
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of two million dollars and permits each 
association to borrow to an amount not 
exceeding 12 times its capital stock. The 
reason advanced by the Government for 
inactivity in this field is that the margin 
between the interest received from mort- 
gages and the interest which must be paid 
on the bonds is not sufficient to pay operat- 
ing expenses. 


Housing Division of Federal Emergency 
Administration of Public Works 


As noted above, the Emergency Relief 
and Construction Act of 1932 (approved 
July 21) provided for loans by the RFC to 
limited-dividend housing projects and for 
slum clearance. With the establishment of 
the Federal Emergency Administration of 
Public Works in 1933, these projects were 
placed under its jurisdiction and at the 
same time additional and broader powers 
were conferred upon this agency. 

Originally it was the belief that low-cost 
housing and slum clearance projects should 
be undertaken by private capital. The 


Government was willing to advance 85% of 
the value of the property for this work. It 
developed later, however, that in most of 


the projects submitted for consideration 
the sponsors did not have sufficient funds 
available to justify the advance from the 
Government. Applications of seven projects 
were approved for which the PWA advanced 
$10,971,600. Although these projects are 
all either completed or nearly completed, 
the Government some time ago abandoned 
its practice of making loans to limited- 
dividend corporations because substantial 
groups willing to undertake the task could 
not be found. 

Thereupon, the PWA itself went into the 
business of building and operating urban 
housing projects. In April, 1935, it was 
announced that 139 million dollars had been 
allocated for projects in 28 cities. However, 
at the end of August, PWA expenditures 
for urban housing projects in Atlanta, 
Cleveland, Indianapolis and Montgomery, 
Alabama, totaled $10,938,000. Only one of 
the projects had been completed. Bids had 
been opened, however, on three more. 

The cost of the Housing Division of the 
PWA is being financed by appropriations 
rather than by bonds. While it has been 
estimated that the Government’s activities 
in this line would run into the hundreds of 
millions of dollars, actual expenditure by 
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the PWA amounted to slightly less than 
$22,000,000 to the end of August, 1935. 


Resettlement Administration 


This agency was formed by an Executive 
Order of April 30, 1935, to absorb the activi- 
ties of the Subsistence Homestead Division 
of the Department of the Interior and the 
Rural Rehabilitation Work of the Federal 
Emergency Relief Administration. 


The National Industrial Recovery Act of 
1933 made available a revolving, self-liqui- 
dating fund of $25,000,000, to be used in 
aiding to redistribute the overbalance of 
population in industrial centers and “for 
otherwise aiding in the purchase of sub- 
sistence homesteads.” This work was carried 
on until recently by the Department of the 
Interior, which spent $5,500,000 of the 
allotted 25 million dollars. 

The purpose of a subsistence homestead 
is to enable a person who is employed only 
a — of the time to have available a tract 
of land on which he may raise a part of his 
food supply. To date, three such projects 
have been completed and five more partially 
completed. Occupants of these subsistence 
homestead projects have to pay monthly 
rent and must make their living out of the 
soil and the industries in the immediate 
neighborhood. Where industries already 
present do not furnish adequate employment 
for these homesteaders, the Government has 
endeavored to encourage establishment of 
other small industries near the project. 

On the other hand, the FERA, in its rural 
rehabilitation work, has been providing rural 
homesteads for persons who are on relief. 
In both these instances the individuals 
make no down payment and are usually 
given a two-year lease, which is followed by 
a conditional sales contract, but the title 
will not pass until a substantial amount has 
been paid on the purchase price. 

Activities along these two lines have not 
been very extensive. The subsistence home- 
stead projects, which are under way and 
have been completed, will house about 600 
families and the rehabilitation projects now 
house something like 1,500 persons, or not 
more than 500 families. With the consolida- 
tion of these two agencies under the super- 
vision of Under-Secretary Tugwell, comes 
the announcement that he is not going to 
continue pushing the plans already made, 
but intends to direct activities along lines of 
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his own as soon as the Works Relief program 
has been straightened out. 

Table I summarizes the various mortgage 
lending operations of the government. 

While the government agencies described 
above confine their loans largely to a par- 
ticular class of property, the private lending 
institutions cover generally the entire field 
of mortgage lending. The private institu- 
tions considered in this survey include banks 
and trust companies insured under the Fed- 
eral Deposit Insurance Corporation, mutual 
savings banks, life insurance companies, and 
building and loan associations. 


Life Insurance Companies® 


These private lending institutions make 
loans on farms and almost every kind of 
improved city property. As of December 


5 Information as to the lending policies of life insur- 
ance companies was obtained through interviews with 
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31, 1934, the companies contacted had out- 
standing loans on city property equal to 
3-7 times those on farms. As fegards city 
property, most of the companies interviewed 
stated a preference for single dwellings, 
small apartments, and retail business prop- 
erty, although a great majority in dollars 
of their mortgage loans are on_ business 
property and large apartments. The amount 
loaned on these properties ranges from 40% 
to 60% of the appraised value. 


As to the period of the loan and the amor- 
tization required, a wide variety of practices 
was encountered, and there were distinct evi- 
dences of a change in these policies. In the 
past, the period on city loans ranged gen- 
erally from three to five years, with annual 
amortization of from 2% to 5%. The period 
for loans on farm property was somewhat 


representatives of selected companies. It is believed, 
however, that the data collected give a fairly complete 
picture of the methods utilized. 


TaBLeE I. Brier or Mortcace Rates AND TERMS OFFERED BY GOVERNMENT AGENCIES 








Type of 


Size of Loan 


Period | Interest} Method of 





Property 


Government Agency 
Serviced 


Per Cent of Value 


Amount Rate Repayment 





Farm Crepit ADMINISTRATION 


Federal Land Banks...........| Farm 


50% Land 
20% Improvements|]$50, 000 


30 yrs. 


or more Semi-Annually 


3.5%" 





Land Bank Commissioner Farm 


Value 


75% Agricultural 


$7,500] I3 yrs. | 5% Semi-Annually 





Owner- 
occupied 
4-family 

units 


Home Owners’ Loan Cor- 
PORATIONT 


80% 


Monthly 





Wide 


variety 


RECONSTRUCTION FINANCE Cor- 
PORATION MortGaGe Company 


No limitation 


5% Annual 
Amortization 





4-family 


FepErRAL Hovusinc ApDMINISTRA-| units 


80% 


Monthly 





TION INSURANCE 
Low-cost 
(not slum) 


80% 





PusLic Works ADMINISTRATION 
Limited-Dividend Projects 


85 to 90% 


25 to 30 


yrs. Semi-Annually 





Low-cost 


Government Projects to Revert 
(slum) 


to Cities 


donated 


All 30% cost of 
labor and material 





RESETTLEMENT ADMINISTRATION 
Rural Rehabilitation 
Subsistence Homesteads 








Farms 


100% 














3% t 


3c yrs. 





* Recent legislation provides that the rate shall not exceed 3.5% to July 1, 1936, and 4% to July 1, 1938. 
t Loans only for refinancing of mortgages in existence June 13, 1933. 
t Applicants are given a two-year lease which is followed by a conditional sales contract. 
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longer, extending from five to ten years, 
with various provisions for amortization of 
a portion of the principal. Recently, how- 
ever, several of the companies have been 
making loans on both kinds of property for 
periods as long as 20 years and requiring 
complete amortization during the life of the 
mortgage. Most of the companies inter- 
viewed collect interest semi-annually, but 
some make only annual collections on farm 
properties. In some instances there seems 
to be a tendency to make quarterly or even 
monthly collections on city properties. 

Interest rates also vary on the two types 
of property, ranging on city property from 
4%% to6%, and on farmproperty from 5% 
to 6%. The lower rates for both city and 
farm loans have, as a rule, applied on re- 
cent loans that are small in proportion to 
the appraised value. 


Banks® 

City loans of trust companies and com- 
mercial banks amount to 5.7 times their 
loans on farm lands, while savings banks 
lend almost exclusively on city property. 
As regards the relationship between amount 
loaned and appraised value, banks appear 
generally to favor the 50% limit, although 
some do not lend more then 40% while 
others lend as high as 60%. 

As in the case of insurance companies, 
the periods for which loans were granted 
and the amortization requirements vary 
widely. Most of the loans run for one, 
three, or five years, but a few were reported 
with a 10-year maturity and one bank re- 
ported loans ranging from three to 20 years. 
Most of the reporting banks require amorti- 
zation, but the amount varies widely from 
1% semi-annually to 10% annually, some 
part of the variation being attributable 
probably to the character of the loans. Semi- 
annual payments, with a slight trend toward 
quarterly payments in the case of savings 
banks, seem to be the custom. 

The variation in interest rates is identical 
with that of insurance companies, ranging 
from 44%% to 6% oncity properties, and 5% 
to 6% on farms. As a rule, however, appli- 
cations for bank loans come directly to them 
and no commission is charged, while in the 
case of the insurance companies some com- 
mission is charged for the mortgage corre- 
spondent or authorized broker. 


6 In obtaining data from the various types of banks, 
information was procured from a number of selected 
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Building and Loan Associations 

Mortgage lending practices among the 
more than 11,000 building and loan associa- 
tions exhibit much more uniformity than is 
shown by the two groups of private trustee 
institutions. In the first place, loans are 
made almost exclusively on urban residen- 
tial property. Most associations do not loan 
over 2 of the appraised value, though the 
newly formed Federal associations may 
loan up to 75%. 

Probably the most outstanding feature of 
the building and loan lending is the long 
period of the loan, generally around 12 years, 
and its complete amortization during this 
period by regular monthly payments. Until 
recently the practice in building and loan 
has been for the interest payment to remain 
the same throughout the life of the loan, 
with the borrower receiving a dividend on 
his share payments accumulated for ultimate 
retirement of the loan. At present, however, 
many associations have adopted the direct 
reduction loan plan, which calls for payment 
of interest on only the unpaid balance. 

According to reports received by the Fed- 
eral Home Loan Bank Board, 57% of the 
associations charge rates of 6% or less, and 
only a small number of associations charge 
more than 7%. The rates recognize the 
higher percentages typically loaned by these 
associations and also varying conditions in 
the communities where they operate. 


Extent of Private and Public Mortgage 
Lending 


Mortgage loans held by insured banks 
and trust companies, mutual savings banks, 
life insurance companies, and building and 
loan associations on December 31, 1934 were 
reported as follows: 

Farm loans 


Insured banks and trust companies. .$ 
Life insurance companies 


500,580,000 
1,158,122,000 


$ 1,658,702,000 

Loans on other than farm property 
Insured banks and trust companies. .$ 2,835,166,000 
Mutual savings banks 5, 500,000,000 
Life insurance companies 45259,662,000 
Building and loan associations 4;767,053,000 


$17,361,881 ,000 


Grand Total $19,020,583,000 
institutions of each type. Thus, the results cannot be 
said actually to apply to a majority of the institutions, 
but, as the sample was picked at random, the tenden- 
cies demonstrated should present a fairly true picture. 
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The total of outstanding loans of the above 
groups declined steadily between 1929 and 
1934. During recent months, however, a 
substantial increase has occurred in farm 
and city loans by life insurance companies, 
in farm loans by banks, and in city loans 
by building and loan associations. _ ' 

While appropriations of staggering size 
have been made by the Government to 
alleviate distress in the mortgage lending 
field, actual expenditures have not been so 
impressive. The following summary shows 
these commitments at the latest dates for 
which figures are available: 

Farm loans 
Farm Credit Administration—Loans 
of Federal Land Banks and Land 
Bank Commissioner (Sept. 30, 
$ 2,812,709,593 
Urban Loans 
Home Owners’ Loan Corporation 
(Oct. 31, 935) 
R.F.C. Mortgage Company 
(Oct. 7, 1935) 
P.W.A. (August 31, 1935) 
Limited-Dividend Projects 
(Private Initiative). .......... 
Government Projects............ 
Subsistence Homesteads 
(New Resettlement Adm.)....... 


$ 2,747,598,483 
18,128,820 
10,971,600 
10,938,000 


§, 500,000 


$ 2,793,136,903 
$ 5,605,846,496 


*In addition to this amount $22,762,709 has been 
paid to the Federal Land Banks to recompense them 
for reduction of interest rates. 


Grand Total 


Questions Raised 


This survey of the present status of 
public and private mortgage lending in 
both the farm and urban fields raises many 
questions as to future policies and the 
effects of present ones. The following ques- 
tions suggest some of the broader implica- 
tions of the findings in the report; many 
others are inherent in the data. 

1. Is the trend toward an expansion of 
government credits and a continuation of 
government intervention in the farm and 
urban mortgage fields? 

2. If major governmental activity in the 
lending field is an emergency measure, what 
steps should be taken to transfer such mort- 
gage investments of the government back 
to private institutions? In the present situa- 
tion is an early withdrawal of government 
from farm and urban mortgage lending 
possible? 
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3. Is it wise for government to establish 
the price of capital by legislation or subsidy? 
Will such rates and prices be effective unless 
government undertakes the whole job of 
real estate finance? 

4. Are the interest rates now offered by 
government agencies and the policy of the 
government to decrease interest charges 
consistent or practical in view of the efforts 
being made to raise all other prices? If 
other prices do rise, will it be possible to 
maintain or force lower prices of capital? 

5. To what extent would a national policy 
of reduction of mortgage interest rates 
handicap private institutions in securing 
long-term as contrasted with short-term 
capital? Are savers and their interests that 
are the backbone of private trustee institu- 
tions receiving adequate attention in the 
revamping of the mortgage credit structure 
of the country? 

6. In view of the natural relationships 
of government with its citizens and govern- 
ment’s problems in selection and retention 
of personnel, can such matters as loan poli- 
cies, appraisals, collections, foreclosures, and 
the like be administered as economically 
and as safely by government agencies as 
by private enterprise? 

7. Is it possible or practical to confine 
government credits to non-competitive, 
social projects which private capital cannot 
service? Might not government wisely 
assist or protect private capital invested 
in such projects or arrange for co-responsi- 
bility with private capital in the construc- 
tion and operation of projects for those 
groups that cannot pay economic rents? 

8. Rather than engaging in direct lending 
might not the public interest be better 
served if government were to (1) supervise, 
guide, and improve mortgage lending prac- 
tices; (2) promote legislation to such ends 
as eliminating the red tape of foreclosure 
procedure, thus enabling private capital to 
make higher percentage loans at lower rates; 
and (3) use the large-scale facilities which 
it alone possesses for conducting surveys, 
and assembling and analyzing data on the 
mortgage market? 


Morton Boprisu. 


Executive Vice President, 
United States Building 
and Loan League. 
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The Taylor Grazing Act Amendments* 


LTHOUGH the amendments to the 

Taylor Grazing Act passed by the last 

Congress were vetoed by the President 
and are therefore inoperative, it is interest- 
ing to review them together with the 
reasons for the veto. Experience with the 
law indicated that certain amendments 
were desirable, but those proposed brought 
out again the old conflict between local 
and federal control and interests. 

The Taylor Grazing Act (June 28, 1934) 
was designed to “stop injury to the public 
grazing lands by preventing overgrazing 
and soil deterioration, to provide for orderly 
use, improvement, and development, to 
stabilize the live stock industry dependent 
upon the public range, and other purposes.” 
A year after enactment of the statute, after 
the Division of Grazing Control had been 
set up in the Department of the Interior, and 
as the program of action went into effect to 
establish grazing districts and allocate 

ermits for use of range, certain weaknesses 
ame apparent in the law. The most im- 
portant of these was that of the 80 million 
acre limit placed on area of districts to be 
formed. 

Of the remaining 165,695,000 acres of 
public domain (June, 1934) at least 142 
million acres are suitable for the formation of 
grazing districts and the Division of Grazing 
Control, in cooperation with stockmen in the 
states concerned, had proposed districts to 
include all that acreage. If the 80 million 
acre limit is held to, it would mean delay in 
establishment of districts and continuation 
of the very conditions the Act was originally 
designed to correct. During the process of 
conducting the necessary organization meet- 
ings in the local communities in which dis- 
tricts were to be established it became 
evident that more stockmen were dependent 
on the use of grazing permits than 80 
million acres would accommodate. 

To correct this and other apparent weak- 
nesses a number of amendments to the Act 


*For a discussion of the original legislation see the 
author’s article on “The Taylor Grazing Act,” 11 Fournal 
of Land & Public Utility Economics 203-206 (May, 


1935). 


were passed in the closing weeks of the last 
session of Congress. 
An outline of these is as follows: 


1. One hundred and forty-two million acres of public 
lands may be placed in grazing districts. 

2. The public lands should be classified and those 
more valuable for agriculture than grazing should be 
open to entry in tracts of 320 acres. 

3. Gifts of land within grazing districts may be ac- 
cepted by the Federal Government, and privately 
owned land within districts may be exchanged for pub- 
licly owned lands outside district boundaries. 

4. The Secretary of the Interior shall proceed as 
rapidly as possible with exchange of state owned lands 
within for publicly owned lands without grazing dis- 
tricts and fees for the same are to be reduced. 

5. Isolated tracts of public land may be leased in 
unrestricted amounts. 

6. All vacant, unappropriated and unreserved non- 
mineral lands in tracts of 760 acres or less, which at the 
expiration of two years after the adoption of this Act 
are not included within grazing districts or leased, are 
to be granted to the states. 


Upon advice of the Departments of Agri- 
culture and the Interior, President Roosevelt 
vetoed the measure. His reasons are implied 
in the statements that: “Other changes 
effected by the provisions of this Bill are not 
sound. They would nullify in large measure 
the benefits of the Taylor Grazing Act and 
would make administration of that Act 
along sound conservation lines virtually 
unattainable I am confident that at 
another session of the Congress the matter 
can be reconsidered and more suitable 
legislation passed.” 

President Roosevelt attached to his veto 


a copy of Secretary Ickes’ memorandum of 


objections, which may be summarized as 
follows: The phrasings are vague and ob- 
scure in many portions and can be inter- 
preted to mean something entirely different 
than that which Congress intended. The 
142,000,000 acre limit to grazing district 
acreage is acceptable (The Secretary has 
recommended that there be no restriction.), 
but the advantages to be gained from rais- 
ing the limit (from 80 million acres) would 
be far outweighed by the other details. The 
bill makes mandatory the exchange of state 
owned lands for public lands on the applica- 
tion of the state, and such lands may be 
within or without a grazing district. Thus 
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the state could gain control of the district, 
and could also obtain lands upon which the 
United States Government had expended 
funds and constructed improvements. 
Through use of the exchange feature the 
state could increase the amount of isolated, 
vacant, unappropriated, and unreserved 
non-mineral lands, and at the expiration of 
two years such lands would revert to the 
state. By pyramiding these exchanges the 
Federal Government could be deprived of 
most of its public land holdings and the 
breath of life would be taken out of the pres- 
ent grazing law. The instability of the live 
stock industry would be increased. The small 
operator could expect to suffer from the 
actions of larger interests which would be 
more influential in obtaining special con- 
sideration in the handling of state lands. A 
further provision makes it mandatory that 
occupants of lands contiguous to isolated 
tracts of public domain shall be entitled to 
lease them. Thus the large holder could 
further increase his grazing lands to the dis- 
advantage of the smaller operator. Leases 
would be insecure for, when lands are ex- 
changed, the lease on them is automatically 
cancelled. One of the merits of the Taylor 
Act of 1934 was that it gave the small 
equal opportunity with the large operator in 
enjoying the benefits of the Act—a thing 
impossible under the new provisions. 

Upon the basis of these criteria Secretary 
Ickes recommended that the President veto 
the Bill. The American Cattle Producer 
(September, 1935) criticizes the veto on the 
grounds that many stockmen will be dis- 
appointed in their hopes for immediate 
and adequate range control, and that the 
executive branch of the government should 
confine itself to administration and leave 
law-making to the legislative body, which is 
closer to the needs and desires of the people. 
But it is to be remembered that before there 
can be effective administration there must 
be a law that will serve as an effective ad- 
ministrative instrument. In this case the 
weight of the undesirable portions of the 


41l 


Bill seems to be heavier than that of the 
desirable ones. In the opinion: of Secretary 
Ickes the defects are strong enough to have 
made more remote the goal which the initial 
Act was designed to reach. A delay in action 
is not so great a sin as a step in the wrong 
direction. 

Formation of grazing districts other than 
those within the 80 million acre limit will be 
delayed until further legislation is enacted. 
But this does not necessarily mean that there 
can be no regulations or restrictions on this 
balance. The 1934 Act gave authority for 
leasing of these lands and a statement from 
Secretary Ickes on September 11, 1935, 
indicates that the legal division of the De- 
partment of the Interior holds that juris- 
diction over grazing on the entire public 
domain could be assumed under the Presi- 
dential proclamation of February 9, 1935, 
which withdrew all public land from entry. 

Occasionally the argument is presented 
that the solution to the question of “what 
to do with the remaining public domain” 
is to grant it to the states in which it is 
located. However, the probable lack of 
coordination and correlation of policy among 
states is sufficient evidence that this is no 
solution of the problem. The amounts of 
land in public ownership are sure to increase 
through the Submarginal Land Purchase 
Program, reversion of tax-delinquent lands 
to county or state, cancellation of sale con- 
tracts, foreclosures of state farm loans, and 
reversion of defaulted irrigation and drain- 
age district lands. Though the Taylor Act 
applies only to the public domain, its pro- 
visions can be applied to lands in all types 
of ownership. It is to be hoped that the 
major portion of the land suitable only for 
grazing, whether in federal, state, county, or 
private ownership, will be controlled under 
the Act to the benefit of the live stock in- 
dustry and the various units of government. 

Viroit L. Hurepurr. 
Assistant, Department of 
Agricultural Economics, 
University of Wisconsin. 


Recent Amendments to the Wisconsin 
County Zoning Act 


E enabling legislation for county 
zoning in Wisconsin is embodied in 
Section 59.97 of the Statutes. The 

Legislature of 1935 adopted two significant 


amendments which are contained in Chap- 

ters 303 and 403 of the Laws of 1935. 
These two acts affect very materially the 

scope and application of Wisconsin zoning 
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laws, and in some of their aspects place the 
county authority on a much broader and 
more comprehensive base than is the same 
authority now granted to cities. In fact, 
a comparison of the county and city en- 
abling acts, as they now stand, shows that 
the county may exercise its police power 
for planning purposes with much less spec- 
ulation as to the outcome than can the city. 

The zoning of counties has not yet 
reached the same degree of popularity as 
has the zoning of cities. Nor has it ac- 
quired the large mass of court support. 
Since both have the same foundations in 
law and are based upon the same broad 
principles, past experience with zoning in 
cities may well justify these later legisla- 
tive expressions. 

The first amendment to the Wisconsin 
county zoning enabling statute adds to the 
present authority the power to regulate 
and restrict “the location, height, bulk, 
number of stories, and size of buildings, 
and other structures, the percentage of lot 
which may be occupied, size of yards, courts 
and other open spaces, the density and dis- 
tribution of population.” The added words 
make this section now as definite as the 
city enabling act, and go beyond it in that 
the words “number of stories,” “size” and 
“density and distribution of population” 
are not found in the city act. 

The next important change is an en- 
tirely new clause reading as follows: 


“and may further regulate, restrict and determine 
the areas along natural water courses, channels, streams 
and creeks in which trades and industries, and the 
location of buildings for specified uses may be pro- 
hibited, and may adopt an official map which shall 
show thereon the natural water courses, channels, 
streams and creeks which may be restricted.” 


This addition was endorsed by the Mil- 
waukee County authorities and is a result 
of some of their experience. Many of the 
stream and creek bottoms are subject to 
flood and overflow, so that the placing of 
new buildings and uses in such areas has 
an immediate effect upon the public purse 
in the matter of flood protection. These 
lands, because of their situation, are sub- 
ject to many actual or potential nuisance 
uses which may now be prohibited. It 
also presents an opportunity to preserve 
such lands for park and recreational use, 
to which it is much more suited. This 
amendment applies outside of incorporated 
cities and villages. 
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A further addition to this section provides 
that in the matter of amending any county 
ordinance, such amendments shall be sub- 
mitted to the town boards “‘of the towns in 
which such lands are located” and their 
approval must be obtained “as to each such 
po before adoption by the county 
board. 

The second bill, which became Chapter 
403 of the Laws of 1935, amends Subsec- 
tion 4 of Section $9.97 and adds thereto a 
new subsection. The amendments to Sub- 
section 4 changed entirely the status of non- 
conforming uses. Originally they could 
continue and could be altered or added to. 
The law now provides that, while the non- 
conforming uses may be continued, “altera- 
tions of, or additions to” them “may be 
prohibited.” 

The new subsection, numbered 7, is of 
major interest and importance. It must be 
remembered in this connection that north- 
ern Wisconsin consists largely of cut-over 
timber lands which are now being occupied 
by settlers and others who, in many cases, 
eke out the barest living. These lands are 
located principally in 20 counties, all of 
which are now zoned. The zoning was 
undertaken as a major step in governmental 
economy and as a means of saving the costs 
of various school, road, and other aids 
granted to them, and of increasing the 
efficiency of these services. After the adop- 
tion of the zoning ordinances and as an 
aid to their enforcement some of the coun- 
ties voluntarily recorded each non-conform- 
ing use, its extent, and description. This 
was then an extra legal step designed purely 
as an aid to the acquisition of the lasting 
benefits of zoning, in that it would center 
attention upon the alien uses and the ne- 
cessity of their gradual abatement. The 
records appeared to be of such value that 
it was deemed advisable to amend the stat- 
ute so that, in the future, records of non- 
conforming uses would be required. This 
was done and the law now requires that: 


1. Immediately after adoption of the 
county zoning ordinance the board of su- 
pervisors shall cause to be made a record 
of all non-conforming uses. 

2. The record shall contain the names 
and addresses of the owner, and occupant, 
if other than the owner, the legal description 
of the land, and the nature and extent of 
its use. 


' 
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3. The list is to be filed with the county 
clerk and a certified copy with the register 
of deeds. 

4. The record shall be reviewed and 
corrected. 

5. The county clerk shall furnish each 
assessor with a list of non-conforming uses 
in this district. 

6. The assessor shall, each year, file a 
written, certified report with the register 
of deeds of all non-conforming uses which 
have been discontinued. 

7. The list shall be filed with the county 
clerk and a certified copy with the register 
of deeds. 

It is felt that the making of this record 
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and the continuing inventory will be of 
great aid in the control of non-conforming 
uses; it will be of service to prospective 
purchasers and prevent extension of such 
uses and the establishment of new ones. 
Any consideration of Wisconsin zoning 
statutes should not omit the fact that 
nearly 14 of all counties in the State are 
now zoned and more are undertaking it 
and that this zoning includes everything 
from highly urbanized areas as in Milwau- 
kee County to sparsely settled cut-over 
lands of the north. 
J. M. AvBers 


Aeral Planning Engineer, 
Wisconsin State Planning 
Board. 


Erosion Notes 


HE Coon Valley project described in 

previous numbers of this Fournal' is 

no longer the sole erosion control proj- 
ect in Wisconsin. Two new projects vi 
been approved, one in Grant County em- 
bracing 28,500 acres and the other in Trem- 
pealeau County comprising 24,700 acres. 
These two counties lie in parts of the Drift- 
less Area with somewhat different charac- 
teristics than the Coon Valley area. The 
same general program of soil conservation 
will be carried out on the new projects, 
except that the Conservation Service will 
be less liberal in furnishing commodities 
such as wire, seed, and fertilizers, but the 
terracing, streambank work, reforestation, 
fencing, and gully control will be continued 
as before. 

The expansion in Wisconsin is typical of 
enlargement of the soil conservation work 
throughout the United States. Ninety-four 
new erosion control projects were announced 
on August 5, 1935 with an allocation by the 
President off $27,500,000 of Work Relief funds. 
The expanded program starts from a nucleus 
of 47 existing projects and will include dem- 
onstration areas in 41 states. Eleven states 
will have projects which were not included 
in the first 47 assignments. The selection of 
the areas within the states is premised on 
erosion conditions, the cooperative attitude 
of the farmers, the suitability for demon- 
stration purposes, and the relief rolls. 


1 Melville H. Cohee, “Erosion and Land Utilization 
in the Driftless Area of Wisconsin,” 10 Fournal of Land 
€ Public Utility Economics 243-253 (August, 1934); 
Melville H. Cohee and R. H. Davis, “Checking Erosion 


These erosion projects are designed to 
demonstrate to farmers the best methods 
of preventing and controlling soil washing. 
Farmers are under contract to follow pre- 
scribed practices for five years. It is hoped 
that this period will be sufficient to demon- 
strate not only the engineering and agron- 
omic practices to the farmer and his 
neighbors but also prove to him that such 
practices pay. However, many students of 
land utilization problems feel that positive 
inducements for soil conservation problems 
must be created to complete the program. 
The Wisconsin Forest Crop law? is an 
example of inducements to private owners 
to practice forestry. This law, however, 
is not designed to aid the farm woodlot 
owner, although fairly large tracts of farmer- 
owned forests can legally be entered under 
the law. The 1935 Legislature, however, 
passed a law designed as an inducement 
to the conservation of farm woodlots and 
erosion control on steep land. According 
to Chapter 27 of the Laws of 1935, wood- 
lots are exempt from taxation where they 
are an integral part of a going farm “‘if the 
same is enclosed with a legal + tne sufficient 
to keep out horses, cattle, sheep, hogs or 
other grazing animals.” The exempted part, 
however, may not exceed }% of the total 
area of the farm. 


In addition, exemption is to be allowed 
on any land with a gradient of more than 


in the Upper Mississippi Valley,” 11 Ibid. 240-247 
(August, 1935). 
2 Statutes, sec. 59.98. 
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30%, provided it is enclosed with a fence 
of not less than three barbed wires and 
the owner refrains from cultivating or 
mowing it. The owner must also agree not 
to graze the slopes with any type of live 
stock nor burn over such land, or at least 
take all reasonable precaution to prevent 
such burning. The owner must also make 
a reasonable effort to reforest the exempted 
portion of his farm or revegetate it “with 
grass or shrubs such as will prevent erosion 
or excessive run off.” 

To obtain exemptions for these two types 
of land the owner must file an affidavit 
with the town clerk setting forth the bound- 
aries of the land to be exempted. He is 
to certify that the woodlot to be released 
from taxation does not include any im- 
proved land and is fully stocked with grow- 
ing trees, that the land is actually fenced as 
called for by the law, and that the land will 
not be pastured. It will be noted that, if 
the law is administered as this act intends 
it to be, mere groves cannot be admitted, 
and the gravest danger to the destruction 
of reproduction will be removed by the 
prohibition on pasturing. In the case of 
steep slopes the affidavit provides for a 
statement that the fence has been provided 


and that the owner agrees to the provisions 
of the law regarding mowing, grazing, burn- 
ing, and revegetation or reforesting. After 
the legal filing with the clerk, the assessor 
is to examine the land to verify the claims 
made in the affidavit. The assessor is to 
receive a fee of $2.00 for his work to be 
paid by the owner. After this the land is 
to be exempt from taxes as long as the 
owners comply with the conditions set forth 
in the law. 


The University of Wisconsin has just 
published a bulletin by the Science Inquiry 
Committee entitled “The University and 
the Erosion Problem.” It sets forth the 
responsibility of the University in teaching 
and research toward solution of erosion and 
soil conservation problems. It calls atten- 
tion to the courses offered, irrespective of 
departments or colleges, which deal with 
erosion and directs the students’ attention 
to the opportunities for training and possible 
lines hi research and investigation in this 
field. 

GeorcE S. WEHRWEIN 
Professor of Agricultural 
Economics, University of 
Wisconsin. 
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The New York Accounting Decision 


HE decision of the Supreme Court, 

Appellate Division, of the State of 

New York, holding illegal certain pro- 
visions of the uniform systems of accounts 
for various utilities promulgated by the 
Public Service Commission of New York,! 
discloses a poor understanding of regula- 
tory problems in general and of regulatory 
accounting problems in particular. The de- 
cision is especially poignant because it comes 
from a highly respected judiciary of a most 
enlightened State. The Court held two 
major and two minor provisions in the 
accounting systems illegal. 

The first major question deals with a 
reallocation or redistribution of fixed capital. 
The classifications of the New York Com- 
mission, like the uniform classification of 
accounts promulgated by the Federal Com- 
munications Commission and like that re- 
cently recommended by the Committee on 
Accounts and Statistics of the National 
Association of Railroad and Utilities Com- 
missioners, provide that fixed capital ac- 
counts must always show original cost. 
Original cost is defined as the cost when 
first dedicated to public use, and a provi- 
sion is made for charging any excess of pur- 
chase price over original cost to a prede- 
cessor, etc., to an account termed “Suspense 
to be Amortized.” The latter account, it 
is provided, “shall be written off over such 
period and in such manner as the Commis- 
sion may by order prescribe.” The Court 
held the provision unconstitutional because 
it amounted to confiscation. The central 
theme of the opinion is that the redistribu- 
tion of fixed capital and the amortization 
of the suspense account will cause the book- 
ing of a loss when a loss is not sustained in 
fact. “That to be required to show a loss 
on the books when none has been sustained 
is arbitrary.” 

“No proof,” says the Court, “was offered by the 
Commission as to the reason or necessity for require- 
ment that a part of the purchase price of many items 
of property should be transferred from fixed capital 


account to a suspense account, from which they were 
to be charged off when directed by the Commission.” 


1 New York Edison Co. et al v. Maltbie et al, June 
27, 1935. 


The reason and necessity for the account- 
ing requirement lie in Smyth v. Ames (1898) 
and in most of the important valuation cases 
decided by the Supreme Court of the United 
States since that decision. The Supreme 
Court has stated and has reiterated that 
the first element to be considered in ascer- 
tainment of fair value is original cost. 
Public service commissions and their ac- 
countants have been justly criticized for 
their failure to devise systems of accounts 
which will disclose original cost. It is by 
the means adopted by the New York Com- 
mission and by none other that original 
cost of properties used and useful in the 
public service can be ascertained. It is an 
anomaly indeed for the Court to say original 
cost must be considered, and then hold 
void the only means whereby original cost 
can be determined. The Court’s theory of 
the recognition of a loss where none has 
occurred is premature. No loss is occasioned 
by the reallocation or the redistribution of 
the fixed capital accounts. True enough, a 
loss may be occasioned if the Commission 
arbitrarily or capriciously orders the charg- 
ing off of the suspense account, but certainly 
the presumption of legality should exist 
until an abuse of discretion has been shown. 
The accounting classification itself does not 
require the recording of the loss prior to its 
occurrence; any order of the Commission 
which would produce that result could be 
successfully attacked. The Court’s deci- 
sion on this question is a far departure from 
the decision of the Supreme Court of the 
United States in State Corporation Commis- 
sion v. Wichita Gas Co., 290 U.S. 561 (1933). 

The second major question considered by 
the Court and decided adversely to the 
Commission is the requirement that the 
straight-line method of computing deprecia- 
tion expense be followed. The Court’s 
reasoning on this subject is as strange as it 
is unscientific. 


“The corporation is concerned because if an erroneous 
method is used and too great a reserve is set up which 
must be deducted from fixed capita!, the rate base is 
affected adversely; and if the reserve be too small not 
enough will have been collected from consumers to 
compensate the property worn out in their service.” 
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Evidently the Court paid considerable 
heed to testimony of an executive of Henry 
L. Doherty & Company who advocated 
retirement reserve accounting and who said, 
inter alia, that the earning situation must 
be considered in fixing depreciation. 

The Court also said the straight-line 
method of computing depreciation was dis- 
approved by the Supreme Court of the 
United States in McCardle v. Indianapolis 
Water Company, 272 U.S. 400 (1926). 

The straight-line method of accounting 
for depreciation has been recognized and 
approved by the Interstate Commerce Com- 
mission, by the Federal Communications 
Commission, and has the sanction and 
approval of long usage by substantially all 
business organizations in the United States. 
Occasionally the sinking-fund method or 
unit-of-output method is encountered in 
commercial practice, but these instances 
are so infrequent that, whenever deprecia- 
tion is spoken of, the straight-line method 
immediately comes to mind. It is difficult 
to understand how such a universal method, 
as contradistinguished from amount, can be 
construed as confiscation. 

It is just as difficult to understand how 
the depreciation method can adversely affect 
the rate-base. The Court’s criticism of too 
much or too little depreciation goes not to 
the method at all, but to the amount of 
depreciation, which in many rate cases con- 
stitutes a major issue. The recognition of 
the theory advanced by the executive of a 
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holding company is merely the harking back 
to the discredited theory of retirement ac- 
counting and to the so-called bankers’ 
method (which is not a method at all) of 
accruing annual depreciation. It is an ele- 
mentary principle of accounting that earn- 
ings should be computed after allowing for 
depreciation instead of by measuring the 
depreciation by the amount of earnings. 

Finally, the Court misconstrues the de- 
cision of the United States Supreme Court in 
the McCardle case. In that case the Court 
was not dealing with depreciation expense, 
neither was it dealing with depreciation 
method nor the reserve for depreciation. The 
Court there simply said that the actual con- 
dition of the properties, the depreciated con- 
dition, could be st ascertained by an in- 
spection of the properties than by computa- 
tions made solely on an age and life theory. 
The straight-line method of computing an- 
nual accruals to the depreciation reserve was 
not enjoined in the McCardle case any more 
than it was required in Knoxville v. Knoxville 
Water Company, 212 U.S. 1 (1908). 

The two minor issues involved the writ- 
ing off of capital stock expenses and the 
accumulation and subsequent writing off of 
regulatory commission expenses. Both were 
decided adversely to the Commission. 


CuHartes W. SmitH 
Chief Auditor, Public 


Service Commission of 
Maryland 


‘‘“Ready-Made’’ Residential Electric Consumer 


Analyses: 


N the August, 1934 issue of this Journal 
I the writer submitted an article in which 
was outlined a short-cut or “ready- 
made” method for making consumer anal- 
yses of residential electric consumptions. 
The method was premised on the observa- 
tion that within certain limits the distribu- 
tion of kilowatt hours into consumption 
blocks varies with the average consumption 
in the community or territory analyzed. 
Therefore, by determining the average con- 


* Author's Note: During the last year a number of 
test checks have been made of the “‘ready-made’”’ resi- 
dential electric consumer analysis outlined in an earlier 
number of this Fournal (Vol. X, pp. 232-242). These 
checks have been based on consumer analysis infor- 


A Further Note* 


sumption of residential bills ranging from 
zero through 100 kw. hrs. and by making a 
simple analysis of minimum bills and bills 
over 100 kw. hrs., the rate analyst has at 
his disposal a method for making a com- 
plete and accurate residential consumer 
analysis with a minimum of effort and 
expense. 

As stated in the previous article, the 
method was found to possess a high degree 
of accuracy when tested and checked by 


mation obtained from utilities operating in Wisconsin 
and Illinois. If any further tests have been made based 
on information shesiaad from other sections of the 
country, the writer will appreciate receiving such 
information. 
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all available residential consumer analysis 
information then on file with the Public 
Service Commission of Wisconsin. Since 
that time a number of additional tests of 
accuracy have been made, and it is with 
these tests that this report is concerned. 

Shortly after publication of the article 
setting forth the “ready-made” method of 
analysis, the Illinois Commerce Commis- 
sion submitted residential consumer analyses 
of a number of communities located in 
central Illinois. A comparison of the per- 
centage distributions of customers consum- 
ing 100 kw. hrs. or less a month with the 
distribution charts and tables presented in 
the article gave evidence of a high degree 
of correlation. The greatest variation 
between the two sets of figures for the per- 
centage of total kilowatt hours in any one 
block of 10 kw. hrs. was 3%. Unfortunately, 
the rates for these communities were on a 
room-count basis and sufficient information 
was not available to make a check of the 
revenues actually received with those which 
might have been calculated by the “ready- 
made” method. 

Within the last few months the Public 
Service Commission of Wisconsin has had 
occasion to employ the “ready-made” anal- 
ysis in revising the residential rates of two 
municipally owned utilities. In each case 
the wiles submitted information giving the 
number of minimum bills, the total kilowatt- 
hour consumption in such bills, and a list 
of all bills over 100 kw. hrs. This informa- 
tion, together with data on total residential 
customers, kilowatt hours, and revenues 
submitted by each utility in its annual re- 
port to the Commission, enabled the Com- 
mission’s rate analysts to use the “ready- 
made” analysis method to distribute the 
residential kilowatt hours of each utility 
into the various energy blocks. Applying 
the rates of each utility to the kilowatt 
hours so distributed, it was found that the 
annual revenues calculated by the “ready- 
made” method varied only 0.8% for one 
utility and 0.9% for the other from the 
actual residential revenues received by each 
utility. As was pointed out in the first 
article, a consumer analysis resulting in a 
calculated revenue figure which is within 2% 
of the actual revenues received by the utility 
is sufficiently accurate to use asa basis for 
making rate revisions. 
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Recently the Commission has designed a 
new residential electric service rate for the 
Oconomowoc Electric Department, a mu- 
nicipal utility serving approximately 1,200 
residential customers from whom it obtains 
revenues of about $37,000 annually. Upon 
request the Commission received the fol- 
lowing information from the utility for the 
12-month period ending August 31, 1935: 


Number of Bills 
Bills of 100 kw. hrs. and less 
Bills over 100 kw. hrs. 


Total bills 
Minimum bills 
Number of Kilowatt Hours 
Kw. hrs. in bills of 100 kw. hrs. and less. 
Kw. hrs. in bills over 100 kw. hrs 


405 ,007 


1,013,772 
21,558 


Total kw. hrs 


Kw. hrs. in minimum bills 


Dividing 405,007 kw. hrs. by 11,599, we find 
that the average consumption of all resi- 
dential bills of 100 kw. hrs. or less is 34.9 
kw. hrs. Making use of the figures presented 
in Table III and Chart III of the “ready- 
made” analysis article for an average con- 
sumption of 34.9 kw. hrs., we find that the 
residential kilowatt hours of the Oconomo- 
woc utility are distributed into various 
blocks as follows: 








Bills over 
100 Kw. 
Hrs. 


Bills o-100 Kw. Hrs. 


Total 
(Kw. Hrs.) 





Actual 
Distri- 
bution 


Actual 
Distri- 
bution 


Percent- 
age 
Distri- 
bution 


Blocks 
(Kw. Hrs.) 





68,975 319,269 
68,975 
470,815 


608 , 765 


61.8% 
27.5 


250,294 
111,377 180, 352 
43,336 514,151 


405,007 


10.7 








100.0 1,013,772 











On the basis of this information, the 
utility’s revenues for the 12-month period 
ending August 31, 1935 were calculated as 
follows: 


1,899 minimum bills at 80c net per bill 
(21,558 kw. hrs. in min. bills) 

First 25 kw. hrs... ..297,711 kw. hrs. @ 6c 
net per kw. hr 
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Next 25 kw. hrs... . . 180,352 kw. hrs. @ 4c 
net per kw. hr. 
Over 50 kw. hrs... .. 514,151 kw. hrs. @ 2c 


Total $ 36,879 


The revenues determined above are fig- 
ured on a net basis. The utility had avail- 
able the total revenue from all net residen- 
tial bills issued during the 12-month period. 
This figure was found to be $36,868, which 
is only $11 or .03% less than the figure de- 
termined by the “ready-made” analysis 
method. 

Because the bottom step of the Ocono- 
mowoc rate included all consumption in 
excess of 50 kw. hrs., no separate analysis 
of bills over 100 kw. hrs. was required to 
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make the above computations. In design- 
ing a new rate, however, bills over 100 kw. 
hrs. were classified into two groups, those 
from 100 to 200 kw. hrs. and those in excess 
of 200 kw. hrs. The work involved in this 
analysis was relatively easy in comparison 
with the work which would have been re- 
quired had a complete analysis been made 
of each of the utility’s 14,000 bills. 

These checks indicate the substantial 
accuracy of the “ready-made” consumer 
analysis method in the case of residential 
service. 

James J. Hanxs 


Assistant Rate Analyst, 
Public Service Commission 
of Wisconsin 


New Gas House-Heating Rates in Wisconsin 


HE Public Service Commission of Wis- 

consin recently accepted for filing new 

gas house-heating rates which include 
a provision for automatic adjustments in 
the rate when the price of competitive fuel 
changes. In these rates the price of gas in 
excess of 10,000 cu. ft. monthly (52 therms) 
varies between minimum and maximum 
limits, dependent upon the price of fuel 
oil. The minimum price, which is 40c per 
MCF (5.2 therms) in Milwaukee and sub- 
urbs and 45c in Madison, will prevail so 
long as the price of fuel oil remains at the 
present level. If the price of oil increases, 
the price of house-heating gas will increase 
1c per MCF for every two-tenths of a cent 
increase per gallon in oil prices. The maxi- 
mum prices of house-heating gas are the 
rates in effect just previously to the new 
filing. In view of the character of the new 
rates, the Commission accepted these as 
ee rates for a period of one year, 
subject to extension on the basis of the 
results in the test period. 

The companies filing these rates are Mil- 
waukee Gas Light Company, Madison Gas 
and Electric Company, and several com- 
panies serving suburbs of Milwaukee. These 
companies are all subsidiaries of American 
Light and Traction Company. 

The principle of varying the rate for 
house-heating gas on the basis of the price 
of a competitive fuel is new in the Middle 
West. In arather hasty review of rates 
throughout the country, domestic gas house- 
heating rates containing this principle were 


found to be in effect in California cities 
served by Pacific Gas and Electric Com- 
pany and associated companies, in numer- 
ous cities in Massachusetts, and in a few 
cities in New Hampshire, Rhode Island, 
Connecticut, and Washington. This prin- 
ciple was introduced in most cases in 1934 
and 1935, although there were a few cases 
of such rates being filed in 1933, and in one 
group of Massachusetts cities in 1931. This 
early filing of a competitive fuel price ad- 
justment clause in domestic house-heating 
rates was based on a combination of oil 
and anthracite coal prices, being later 
changed to the basis of oil prices only. The 
principle of automatic variation in gas rates 
with changes in oil prices to customers is 
also found in large industrial gas rates in 
effect in numerous California cities; a few 
cities in New York; San Antonio, Texas, 
and New Orleans, Louisiana. 

The preceding discussion has been con- 
cerned with schedules which provide for 
variations in the rates for gas on the basis 
of competitive prices of fuel oil to customers. 
Numerous gas rates are in effect throughout 
the country providing for variations in 
rates with the cost of oil or coal to the 
utility. This latter type of variation is 
comparable with the common practice in 
electric rates for wholesale and large power 
customers of providing automatic variations 
in rates dependent on the price of fuel to 
the utility. It is possible that some of the 
fuel cost clauses in gas rates were intended, 
in part at least, to result in variations in 
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rates to customers commensurate with 
changes in competitive fuel prices. 

The recently filed Wisconsin gas house- 
heating rates provide for a variation of 5c 
per MCF (5.2 therms) with each 1c change 
in the price of oil per gallon. In the other 
schedules noted (excluding California cities, 
Tacoma, and other cities in Washington 
served by the same company) house-heating 
gas varies either 5c or 4c per MCF with a 
change of tc per gallon in oil prices. In 
the case of Tacoma, a Ic change in oil 
prices is reflected in an 8c per MCF change 
in the rate for house-heating gas. In the 
California rate schedules, the variation is 
about 3.1c per 5.2 therms of gas with each 
tc per gallon change in oil prices. The 
unusual relationship in the California sched- 
ules probably results because the oil clause 
in the domestic house-heating rates was 
borrowed from the industrial gas rates. In 
the cities studied, outside California, the 
gas served has a heat content ranging from 
5.0 therms to 5.35 therms per MCP, except- 
ing for Portsmouth, New Hampshire, where 
this factor is 5.65 therms. In California, 
natural gas having a heat content of 11 to 
12 therms per MCF is served. 

The relationships between gas and oil 


prices in the rate schedules turn on the 
relative quantities of gas and oil required 
for comparable house-heating installations. 
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Such data as are available on the subject 
indicate that 4 to 5 gallons of oil are re- 
quired to equal 1,000 cu. ft. of gas (5.2 
therms) for house-heating purposes, with 
the average falling between 4% and 4% 
gallons. It thus appears that where a Ic 
per gallon increase in oil prices results in 
$c or more increase in gas rates per MCF 
(5.2 therms), the margin between oil and 
gas costs for house-heating will increase if 
oil prices rise. Where the relationship is 
4c or less per MCF of gas to Ic per gallon 
of oil, the margin will be narrowed if oil 
prices increase. These statements are based 
on an assumption that the present cost of 
gas for house-heating is greater than for oil. 

It should be mentioned that in Oregon 
the principle of automatic variation in 
house-heating gas rates with changes in 
competitive fuel prices has been disapproved 
(Re Portland Gas and Coke Company, 2 
P.U.R. (NS) 277, Nov. 17, 1933). In this 
decision it was stated: “. . . . . the statute 
provides the method by which the company 
may increase or decrease its rates, and 
there appears to be no good reason for per- 
mitting such competitive fuel price clause 


to be filed.” 
B. J. SIckLER 
Statistician, Public 
Service Commission 
of Wisconsin 
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Urban Land 


Hardy, Charles O., and Kuczynski, Robert. 
THE Hovusinc ProGramM oF THE City oF 
Vienna. Washington, D. C.: The Brook- 
ings Institution, 1934. pp. xtt, 153. $2. 
How a poverty stricken city provided new 

homes for % of its people and paid for the 

entire program out of current taxes is the 
dramatic story told by Charles O. Hardy 
in The Housing Program of the City of Vienna. 

Beginning with a description of the noto- 

riously bad housing conditions in Vienna 

before the war and the political situation 

which fostered and maintained them over a 

long period of years, Mr. Hardy proceeds 

to show how, following the war, an acute 
shortage, heaped on old abuses, ushered in 

a Marxian party pledged to the ideal of free 

housing for all whose demand did not exceed 

the normal living standard of the com- 
munity. 

While this ideal of absolutely free housing 
was never realized, the Social Democrats 
did, over a 15-year period, carry out a pro- 
gram that involved the writing off of capital 
costs immediately following construction 
and the charging of operating costs alone to 
rent. Mr. Hardy discusses the various 
phases of the municipal building program 
and the accomplishments under each. He 
devotes an entire chapter to financial as- 
pects and one to the administration of the 
program. 

Vienna’s housing program came to an end 
when, to quote Mr. Hardy, “in February 
1934 Dolfuss’ heavy artillery knocked at 
the doors of the Karl Marx Hof to announce 
the end of one of the most elaborate and 
carefully thought-out programs of munici- 
pal social service which modern history 
records.” However, little actual destruction 
of property occurred and the living stand- 
ards of the people of Vienna are today 
infinitely better than they were when the 
Social Democrats came into power in IgIg. 

Like all publications of the Brookings 
Institution, this is a careful and thorough 
piece of work. The facts are presented faith- 
fully, dispassionately, and in meticulous 
detail. Their interpretation in the chapter 
entitled “Conclusions” is that of a self- 
confessed conservative who cannot accept 


the socialistic doctrine upon which Vienna’s 
housing program was founded. 

The story of “the greatest single house 
building program on record” is interesting 
reading for itself. Moreover, Vienna’s 
record of accomplishment should give en- 
couragement in our own undertakings. But 
the conditions out of which Vienna’s vast 
housing program grew and the methods by 
which it was financed and carried out are 
peculiar to Vienna and do not go far to 
clarify thinking in our own situation. 

EuizaBETH Loncan 
Assistant Director, 
National Association 
of Housing Officials 


Black, Russell Van Nest. Buitp1nc Lines 
AND Future STREETS. Cambridge: Har- 
vard University Press, 1935. pp. xt, 243. 
There are two vital steps to be taken by 

every city which desires in time to achieve a 

satisfactory thoroughfare plan for present 

and future traffic needs. The first is the 
mapping and protection of streets through 
present unsubdivided areas so that all new 
streets hereafter laid out will conform, 
both as to location and width, to the per- 
manent requirements of the community. 
The second is the establishment and main- 
tenance of building lines upon existing 
streets at present too narrow to meet the 
demands of present and prospective traffic 
loads so that buildings hereafter erected 
will not encroach upon the minimum space 
needed between buildings for street pur- 
poses. Both of these subjects are dis- 
cussed by Mr. Black in his recent book pub- 
lished as a volume in the Harvard City 

Planning Studies. 

Mr. Black has shown considerable in- 
dustry in compiling a vast amount of in- 
formation on these two problems. How- 
ever, the value of the book is somewhat im- 
paired by the fact that at times he fails to 
maintain a proper distinction between the 
differences involved between a widening of 
existing streets and a protection of pro- 
jected streets in unbuilt areas. The study 
would also have gained in emphasis if the 
subject matter had been better digested and 
arranged topically rather than by cities. 
But despite these and other shortcomings 
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Mr. Black’s effort is to be hailed as a real 
contribution to the literature on a very 
technical phase of city planning adminis- 
tration. We cannot have too many serious 
studies on such important subjects as this 
if we are to develop our administrative 
technique in city planning. 

HERBERT S. Swan. 
City Planning Consultant, 
New York City. 


Land Resources 
Lanp Utitization 1n Minnesora. Final 

Report of Committee on Land Utiliza- 

tion, appointed by Gov. Floyd B. Olson. 

Minneapolis: University of Minnesota 

Press, 1934. pp. xiv, 289. $7.50. 

The occasion for the appointment by 
Governor Olson in 1932 of the Committee 
on Land Utilization and for the preparation 
of the report, Land Utilization in Minnesota, 
is the economic situation in 16 cut-over 
counties of northern Minnesota. Of a total 
of 19,000,000 acres (the unplatted land area) 
in these counties in 1931, taxes were being 
*paid on only 44%. The remaining 56% 

ncluded 3,815,000 acres of public land and 
6,831,000 acres of tax delinquent land pri- 
vately owned. In four counties 70% or 
more of the land was not paying taxes. In 
1936, it is expected that the State will come 
into possession of nearly 7,000,000 acres of 
tax delinquent land, and, in the opinion of 
the authors, 12,000,000 acres will have re- 
verted by the end of the next 10-year period. 

Economic and social conditions in these 
cut-over areas are characterized by sparse 
population, isolated settlement, large mile- 
age of roads per capita and small mileage 
per square mile, large public debts, low 
property valuations, small and insecure 
incomes, urgent demand for federal relief, 
low standard of living, high ratios of mort- 
gage foreclosures to loans, low reserves in 
the form of savings and property accumula- 
tions, and few doctors, nurses, and hospitals. 

Nearly 24 times as much saw timber is 
cut as is replaced by growth. Under present 
conditions of use the relatively high grade 
iron ore in Minnesota will be practically 
gone in 35 years. Northern Minnesota will 
thus soon face the necessity of finding new 
tax sources. 

Recommendations for adjustment include 
proposals for water and soil conservation; 
preservation of forests for watershed pro- 
tection; the dedication of more than 3,000,- 


000 acres to recreational use and 10,000,000 
acres for constructive forestry; exchange of 
state owned land in better farming districts 
for scattered tracts in unsuccessful drainage 
projects; state control of water power de- 
velopment; changes in the tax system to 
permit companies to husband their resources 
without being penalized; the curbing of 
extravagant public spending of tax income 
in mining areas; the setting up of a trust 
fund during periods of high production for 
payment of public expenses in the lean years 
which follow exhaustion of resources; state 
support for codification of state land laws; 
discontinuance of extensions of time for 
redemption of lands after five years of de- 
linquency; state control of counties and 
townships as to accumulation of public 
debt; study and reorganization of state aid 
in local services in order that such aid may 
serve the ends of a sound land policy. 
Important lines of research have also been 
recommended in the interests of fostering 
such a policy. 

The report, though modestly claimed to 
be only a preliminary and broad one, is 
well written and backed by a large amount of 
pertinent information and well organized 
analysis. 

Davin WEEKs. 
Associate Professor of 
Agricultural Economics, 
University of California. 


Public Utilities 
Bauer, John and Gold, Nathaniel. Pustic 

Uritiry VALUATION FoR PuRpPosEs oF 

Rate Controt. New York: Macmillan 

Co., 1934. Pp. *XIt, 477. $3.50. 

This book, part of a general study of 
legal valuation under the direction of Pro- 
fessor James C. Bonbright of Columbia 
University, is an excellent and stimulating 
discussion of the complex problem of public 
utility valuation for purposes of rate con- 
trol. The authors i represented the 


public side in rate controversies and this is 
the point of view from which the subject is 
presented. The definition of public utilities 


“ 


as “ . . . those concerns . . . which are or 
can be subjected to control by government 
as to character of output and prices charged 
for their products or services” is so broad 
as to include almost any business. While 
regulation will probably be extended con- 
siderably beyond present limits, the term 
public utility has to most people a rather 
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definite meaning and an extension to such 
broad limits seems hardly justified at this 
time. 

The scope of the book has been sufficiently 
limited so that a more complete presentation 
of the subject is possible than has been the 
case in other works of a more general char- 
acter. The authors are to be commended 
for the emphasis which is repeatedly placed 
on the differentiation between “fair value’, 
or rate-base, and value in the commercial 
sense, the lack of such differentiation being 
at the bottom of so much confusion on the 
part of both commissions and courts in 
dealing with the problem of the rate-base. 

At the outset the fact is recognized that, 
while regulation of local utilities is tech- 
nically a legislative function of the states, 
the fundamental basis for, and the limits 
of, regulation have been determined almost 
entirely by the United States Supreme 
Court under the due process clause of the 
Constitution. Much space is therefore de- 
voted, and properly so, to a discussion and 
interpretation of the leading decisions of 
the United States Supreme Court in public 
utility cases. The first of the three major 
parts of the book, which deals with the sub- 
ject from a historical point of view, is a very 
skillful and enlightening analysis of the 
many and frequently contradictory trends 
and countertrends which have marked the 
period especially from Smyth v. Ames to 
the present time. 

The second part of the book is a presenta- 
tion of the complications involved in present 
valuation procedure and reflects the ex- 
perience of the authors in actual rate cases. 
It is in some measure a restatement of mat- 
ters covered in the first part but deals more 
specifically with the different elements to 
be considered in arriving at the rate-base. 
A chapter on depreciation is based chiefly on 
the Knoxville Water case, but the subject 
is treated with rather less than the authors’ 
usual skill. 

The otherwise competent discussion of 
working capital apparently does not take 
into account the Los Angeles Gas & Electric 
decision in which the commission made an 
allowance for working capital on the basis 
of the cost of gas to the company (whole- 

.sale price) rather than on the selling price 
of the gas which would be a larger amount 
represented as accounts receivable in cur- 


rent assets. This method was specifically 
upheld by the District Court and the allow- 
ance made on that basis was‘confirmed by 
the United States Supreme Court. 

The chapter on land values is based prin- 
cipally on the Minnesota Rate Cases. This 
has reference more particularly to the rail- 
roads since the value of land is usually a 
minor item in the rate-base of other utilities. 
The contention that the later practice of 
commissions and courts in applying the rule 
of adjacent land value to other utilities has 
no real basis in the decision in the Minne- 
sota Rate Cases is not entirely convincing. 

The chapter on going concern value is 
one of the best in the book and will be use- 
ful in pointing out and emphasizing the 
circuity of reasoning almost always present 
in the allowance of an overall percentage 
for going concern value by commissions and 
courts. In words of the authors, this “con- 
stitutes rank imposition upon the public 
and can not be called in any sense fair 
value.” 

The third part of the book is largely a 
restatement of the material embodied in 
Mr. Bauer’s earlier book Effective Regula- 
tion of Public Utilities and the Minority 
Report of the New York Legislative Committee 
for the Revision of the Public Service Com- 
mission’s Law, in which Mr. Bauer col- 
laborated with Mr. Bonbright. Stated 
briefly, the authors argue the case for a 
fixed rate-base based on “prudent invest- 
ment” and prescribe a plausible method of 
transfer from the present “fair value” to 
“prudent investment.” There is a natural 
tendency to overstate their case to some 
extent in assuming that a fixed rate-base 
will cure all or most of the ills of regulation. 
All those who are interested in regulation 
from the public point of view will agree that 
the present method of determining fair value 
is extremely unsatisfactory and unworkable, 
and that greater definiteness must be 
achieved in some manner if regulation of 
utilities is to succeed as a permanent part of 
our system of government. Messrs. Bauer 
and Gold have done a real service in focus- 
sing the spotlight on this sore spot ot regula- 
tion in their competent and well rounded 
discussion of the subject. 

Witiram A. DirrMerR 
Supervisor of Rate Investigations, 
Illinois Commerce Commission 
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Rule of Ad Valorem Taxation of Public Utilities in 
Wisconsin” 
“Recent National ‘Legislation Affecting Home Financ- 
ing” 304-306 
Reconstruction Finance Corporation Mortgage Com- 


pa 
“Regulation of Municipal Electric Rates in Wisconsin, 
1931-1934,” by H. Zinder and Walter E. Caine... .12-24 
Regulation 
see Accounting, control of; Consumer analyses; De- 
preciation practices, regulation of; Electric rates, 
regulation of municipal, in Wisconsin; Electricity dis- 
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tribution in Greater London; Gas rates; Holding 
companies; Legislation, public utility; “Management 
Fees in California”; “New York Accounting Decision”; 
Taxation, principles of public utility; Transportation 
problem in the District of Columbia; Valuation of 
telephone utilities; Value of the service 
Rehabilitation 
see Housing, in relation to; Real Estate 
Resettlement Administration 345, 346, 349, 404 
RFC holding of bank stock, taxation of 327 
Risk, measurement of 
see Mortgage delinquency 


S 


Securities Exchange Commission 
see Holding companies, in power industry 
Security issues, regulation of 
see Legislation, public utility 
Seine, Department of 
see “French Attack on the Housing Problem” 
“Service Contracts in the Electric Bond and Share Com- 
pany: A Further Note” 
Single tax, modification of, and 
city planning 
cost of government 
distribution 
farm taxation 
income and inheritance taxes 
speculation 
Slum clearance 
see Blighted areas; Condemnation; Housing, private 
versus public; Housing, relation to rehabilitation 
Soil Conservation Service 
“Some Economic Characteristics of Blighted Areas,” by 
Asher Achinstein 
“Some Fundamentals of Utility Taxation,” by 
C. Woody Thompson 
“Sound System of Mortgage Credits and Its Relation to 
Banking Policy, A,” by Morton Bodfish 217-225 
State finances 
see Railroads, federal ownership of 
St. Lawrence Waterway, taxation of 
Street railways 
see Transportation problem in District of Columbia 
Subdivisions, control of 
see Urban land policies 
Subsistence farming 
see Back-to-the-land movement 
“Supreme Court Sheds More Light upon the Doctrine of 
Fair Value, The” 


Tax exemption 
see Homestead tax exemption 
“Taxation of Railroads in the Southeast,” by Truman 
59-75, 164-172 
Taxation, public utility 
principles of 
relation to regulation 
shifting of taxes 
tax burden 
taxation according to benefits 
taxes as cost of operation 
unit rule of ad valorem taxation threatened 
see also Railroads 
Taxation, real estate 
see Homestead tax exemption; Single tax; Urban 


land policies 
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Taxicabs 

see Transportation problem in District of Columbia 
“Taylor Grazing Act, The” 
“Taylor Grazing Act Amendments, The” 
Telephone utilities 

see Valuation of 
Tennessee Valley Authority 

constitutionality of 

taxation of 

see also Electric rates; Objective rate plan 
“Toward an Electrified America,” by Earl H. 


Transportation 
problem in District of Columbia 
government ownership 
merger, effects of 
merger agreement, terms of 
see also Air express service; Railroads 


U 


United States of America v. Certain Lands 
in City of Louisville : 

Urban land policies, suggested modifications of 
eminent domain and excess condemnation 
real estate taxation 
subdivision control 
zoning ordinances 
see also Condemnation 

“Urban Real Estate Mortgage Delinquency,” by 
Roy J. Burroughs 

“Utility Depreciation under Commission Scrutiny” . 319-322 


V 


Valuation 
of telephone utilities 
fair value doctrine 
use of index numbers 
see also Legislation, public utility 
“Value of the Service and Public Utility 
Rates: Two Case Studies,” by Clyde Olin Fisher. . . 
facts indicating 
implications of 
Supreme Court opinion 
“Volume of Public Financing, 1919-1935, The,” by 
E. D. Ostrander 


Washington, D. C. 
see Transportation problem in District of Columbia 
Water utilities 
see Value of the service 
West et al v. Chesapeake 8 Potomac Telephone Co...316, 318 
Wheeler Rayburn Bill 
see Holding companies 
Wisconsin 
see Depreciation; Electric rates; “Farms Area Map of;” 
Gas rates; Railroads, federal ownership of; Taxation, 
public utility; Zoning, rural 


Z 
Zoning 
see Single tax; Urban land policies 
Zoning, rural 
Indiana law 
Michigan law 
Wisconsin law amended 
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January, 1935 


New Powers of the Interstate Commerce 
ission over Air Transportation.-_.........-----------.--- R. Granville Curry 


April, 1935 
Federal Aviation Commission Recommendations 
The Report of the Federal Aviation 
Commission: A Commentary 
An Explanation of the Lea Bill 
. R. 5174) John H. Wigmore and Fred D. Fagg, Jr. 
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July, 1935 
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under aris Convention 
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Air Tossepes 
October, 1935 
Proceedings of the Fifth Annual Meeting of the National 


Association of State Aviation Officials, Sept. 26-28, 1935 
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Review of 1935 Aeronautical Law 
Problems of the Air Regulation Division 
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Northwestern University School of Commerce 


announces two survey courses in 
Land Economics and Public Utilities 


Events of recent years, beginning with the depression and continuing through 
the New Deal era, have brought important and far-reaching changes into the 
real estate business and into the public service industries. An analysis and an 
appraisal of current trends in the two fields are presented in these courses. 


Current Trends in Land Economics and Real Estate is under the direc- 
tion of Professor Morton Bodfish, member of the faculty of Northwestern 
University and also executive vice president of the United States Building and 
Loan League and member and vice chairman of the Board of the Federal Home 
Loan Bank of Chicago. 


Current Trends in Public Service Industries is under the direction of Pro- 
fessor Paul J. Raver, of the Northwestern University faculty, and alsoDirec- 
tor of the Section of Rates and Research, Illinois.Commerce Commission. 


In addition to members of the faculty of Northwestern University, eminent, “ 
outside authorities, who are directly participating in the activities discussed, 
will take part in the instruction. They include: 


Current Trends in Land Economics and Real Estate 


John H. Cover, Professor .of Statistics, The University of Chicago 
Nathan William MacChesney, General Counsel for the National Association of Real Estate 


Boards 

Ernest M. Fisher, Economic Adviser, Federal Housing Administration; Professor of Realty 
Management, University of Michigan 

Delbert S. Wenslick, President, Real Estate Analysts, Inc:, St. Louis, Mo. 

G. Fred Keck, Architect and Designer of ‘‘House of Tomorrow’’ at A Century of Progress 

H. E. Hoagland, Member, Federal Home Loan Bank Board; Professor of Finance, Ohio 
State University 

G. Coleman Woodbury, Director, National Association of Housing. Officials; Consultant, 
Housing Division, Public Works Administration 


Current Trends in Public Service Industries 
E. W. Morehouse, Chief, Division of Rates and Research, Public Service Commission of 


Wisconsin 
Kenneth Y. Burgess, General Counsel, Illinois Bell Telephone Company 
George C. Mathews, Commissioner, Securities and Exchange Commission 
H. Zinder, Rate Analyst, Rural Electrification Administration 
Lowell M. Greenlaw, General Counsel, The Pullman Company 
William A. Dittmer, Supervisor of Rate Investigations, Illinois Commerce Commission 
T. V.’Purcell, Vice President, Peoples Gas, Light and Coke Company 
F. A. Newton, Commonwealth and Southern Corporation 
E. A. White, Director, Committee on Relation of Electricity to Agriculture 
P. L. Smith, Vice President, Commonwealth Edison Company 
Marshall E. Dimock, The University of Chicago 


For further information, address 


NORTHWESTERN UNIVERSITY SCHOOL OF COE: 
McKinlock Campus, Chicago, Illinois 








